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RAILROAD RETIREMENT LEGISLATION 


FRIDAY, APRIL 27, 1951 


SUBCOMMITTEE ON RartLtroap RETIREMENT 
LLEGISLATION OF THE COMMITTEE ON LABOR AND 
Pustic WELFARE, UNITED STaTES SENATE, 
Washington, BO. 

The subcommittee met, pursuant to call, at 10 a. m., in room P-63, 
the Capitol, Senator Paul H. Douglas, chairman of the subcommittee, 
presiding. 

Present: Senators Douglas and Ives. 

Also present: Paul L. Badger, member, professional staff. 

Senator Douetas. Gentlemen, I think we should come to order 
and start the hearing. Other members of the subcommittee will 
doubtless be in rather quickly. I should like to make a part of the 
record and have printed in the hearings at this point copies of the 
various bills which have been introduced, beginning with S. 1347, 
introduced by Mr. Murray and a number of other Senators, popu- 
larly known as the bill sponsored by the Railway Labor Executives 
Association; 5. 1353, introduced by Senator Murray and a group of 
Senators, popularly known as the bill sponsored by the operating 
crafts and unions of the railways; S. 1348 introduced by Senator 
Young; S. 1125 by Senator Gillette; S. 1308 by Senator Langer; 
S. 725 by Senator Watkins; S. 941 by Senator Kefauver; S. 681 by 
Senator Johnson of Colorado; 8. 510 by Senator Johnson of Colorado; 
and 8. 399 by Senator Langer, of North Dakota. 

I ask that all of these bills now be made a part of the printed 
record together with a comparison of the present act and S. 1347 and 
5. 1353. I shall also ask to have printed in the record at this point 
a statement by Senator Watkins in support of S. 725 and such other 
statements as may be submitted by Senators in support of the various 
bills or discussions of the issues which are raised. 

(The matter referred to follows:) 


[S. 1347, 82d Cong., Ist sess.] 


A BILL, To amend the Railroad Retirement Act and the Railroad Retirement Tax Act, and for other 
purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 1 of the Railroad Retirement Act of 
1937, as amended, is amended by substituting in the last sentence of subsection (f) 
thereof the phrase ‘‘one hundred twenty-six’ for the phrase ‘fifty-four’ and by 
adding after subsection (p) thereof a new subsection as follows: 

“(q) The terms ‘Social Security Act’ and ‘Social Security Act, as amended,’ 
shall mean the Social Security Act as amended in 1950.” 

Sec. 2. Subsection (a) of section 2 of the Railroad Retirement Act of 1937, as 
amended, is amended by inserting in the first sentence thereof, after ‘enactment 
date,” the following: ‘“‘and shall have completed ten years of service,” ; by insert- 
ing in the first sentence of paragraph 5 of said subsection, a period after the phrase 
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“regular employment”’ and striking out all of that sentence following that phrase; 
and by striking out the next to the last sentence of such subsection (a). 

Sec. 3. Subsection (c) of section 2 of the Railroad Retirement Act of 1937, as 
amended, is amended by substituting for the phrase ‘‘sixty days’’, the phrase 
‘*six months”’. 

Sec. 4. Subsection (d) of section 2 of the Railroad Retirement Act of 1937, 
as amended, is amended by inserting in the first sentence ‘‘(i)”’ after ‘‘individual”’ 
and by changing the period at the end of the first sentence to a comma and in- 
serting after the comma the following: ‘‘or (ii) is receiving an annuity under 
paragraph 1, 2, or 3 of subsection (a), or under paragraph 4 or 5 thereof afte 
attaining age sixty-five, is under the age of seventy-five, and shall earn more than 
$50 in ‘wages’ or be charged with more than $50 in ‘net earnings from self-em- 
ployment’, or (iii) is receiving an annuity under paragraph 4 or 5 of subsection 
(a), is under the age of sixty-five, and shall earn more than $100 in ‘wages’ or be 
charged with more than $100 in ‘net earnings from self-employment’.”’ 

Sec. 5. Section 2 of the Railroad Retirement Act of 1937, as amended, is 
amended by adding after subsection (d) thereof the following new subsections: 

‘*(e) For the purpose of this section and of subsection (i) of section 5, ‘wages’ 
shall mean wages as defined in section 209 of the Social Security Act, without 
regard to subsection (a) thereof; and ‘net earnings from self-employment’ shall 
be determined as provided in section 211 (a) of the Social Security Act and charged 
to correspond to the provisions of section 203 (e) of that Act. 

‘(f) Spousr’s ANNurry.—The spouse of an individual, if 

““(j) such individual has been awarded an annuity under subsection (a) 
or a pension under section 6 and has attained the age of 65, and 
‘*(ii) such spouse has attained the age of 65 or, in the case of a wife, has 

in her care (individually or jointly with her husband) a child who, if her 

husband were then to die, would be entitled to a child’s annuity under sub- 

section (c) of section 5 of this Act, 
shall Be entitled to a spouse’s annuity equal to one-half of such individual’s 
annuity or pension, but not more than $50: Provided, however, That if the annuity 
of the individual is awarded under paragraph 3 of subsection (a), the spouse’s 
annuity shall be computed or recomputed as though such individual has been 
awarded the annuity to which he would have been entitled under paragraph 1 of 
said subsection: Provided further, That any spouse’s annuity shall be reduced by 
the amount of any annuity and the amount of any monthly insurance benefit, 
other than a wife’s or husband’s insurance benefit, to which such spouse is entitled, 
or on proper application would be entitled, under subsection (a) of this section 
or subsection (d) of section 5 of this Act or section 202 of the Social Security Act; 
except that if such spouse is disentitled to a wife’s or husband’s insurance benefit, 
or has had such benefit reduced, by reason of subsection (k) of section 202 of the 
Social Security Act, the reduction pursuant to this subsection shall be only in the 
amount by which such spouse’s monthly insurance benefit under said Act exceeds 
the wife’s or husband’s insurance benefit to which such spouse would have been 
entitled under that Act but for said subsection (k). 

“(g) For the purposes of this Act, the term ‘spouse’ shall mean the wife or 
husband of a retirement annuitant or pensioner who (i) was married to such 
annuitant or pensioner for a period of not less than three years immediately pre- 
ceding the day on which the application for a spouse’s annuity is filed, or is the 
parent of such annuitant’s or pensioner’s son or daughter, if, as of the day on 
which the application for a spouse’s annuity is filed, such wife or husband and 
such annuitant or pensioner were members of the same household, or such wife 
or husband was receiving regular contributions from such annuitant or pensioner 
toward her or his support, or such annuitant or pensioner has been ordered by 
any court to contribute to the support of such wife or husband; and (ii) in the 
ease of a husband, was receiving at least one-half of his support from his wife at 
the time his wife’s retirement annuity or pension began. 

“‘(h) The spouse’s annuity provided in subsection (f) shall, with respect to any 
month, be subject to the same provisions of subsection (d) with regard to service, 
‘wages’ and ‘net earnings from self-employment’ as the individual’s annuity, and, 
in addition, the spouse’s annuity shall not be payable for any month if the indi- 
vidual’s annuity is not payable for such month (or, in the case of a pensioner, would 
not be payable if the pension were an annuity) by reason of the provisions of said 
subsection (d). Such spouse’s annuity shall cease at the end of the month pre- 
ceding the month in which (i) the spouse or the individual dies, (ii) the spouse and 
the individual are absolutely divorced, or (iii) in the case of a wife under age 65, 
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she no longer has in her care a child who, if her husband were then to die, would be 
entitled to an annuity under subsection (c) of section 5 of this Act.”’ 

Sec. 6. Subsection (a) of section 3 of the Railroad Retirement Act of 1937, as 
amended, is amended by changing ‘‘2.40” to “‘2.80’’, “1.80” to 2.00", and ‘1.20’ 
to “1.40”; and by striking out the phrase “next $150” and substituting for said 
phrase the following: “remainder of his ‘monthly compensation’ ”’ 

Sec. 7. Subsection (b) of section 3 of the Railroad Retirement Act of 1937, as 
amended, is amended by substituting (in each instance in the parenthetie phrase of 
paragraph (1)) “his ‘monthly compensation’ ”’ for ‘$300’; by striking out all of 
paragraph (4) and inserting in lieu thereof the following paragraph: 

“The retirement annuity or pension of an individual, and the annuity of his 
spouse, if any, shall be reduced, beginning with the month in which such individual 
, or on proper application would be, entitled to an old age insurance benefit under 
the Social Security Act, as follows: (i) in the case of the individual’s retirement 
annuity, by that portion of such annuity which is based on his vears of service and 
compensation before 1937, or by the amount of such old age insurance benefit, 
whichever is less, (ii) in the case of the individual’s pension, by the amount of such 
old age insurance benefit, and (iii) in the case of the spouse’s annuity, to one-half 
the individual’s retirement annuity or pension.” 

Sec. 8. Subsection (c) of section 3 of the Railroad Retirement Act of 1937, as 
amended, is amended by inserting in the last sentence thereof after ‘‘$300’’ the 
following: ‘‘through the calendar vear 1951, and in excess of $400 thereafter,” 

Sec. 9. Subsection (e) of section 3 of the Railroad Retirement Act of 1937, as 
amended, is amended by striking out the phrase “and not less than five vears 
of service’; by changing the phrase “subsection 2 (a) (3)”’ to “seetions 2 (a) 
3 or 3 (b) (4)”; by changing “$3.60” to “$4.10’’, and “$60” to “$68, and by 
changing the period at the end of the subsection to a colon and inserting after the 
colon the following: ‘‘ Provided, however, That if for any entire month in which an 
annuity accrues and is payable under this Act the annuity to which an em- 
ployee is entitled under this Act (or would have been entitled except for a reduc- 
tion pursuant to section 2 (a) 3 or a joint and survivor election), together with 
his or her spouse’s annuity, if any, or the total of survivor annuities under this 
Act deriving from the same employee, is less than the amount, or the addi- 
tional amount, which would have been payable to all persons for such month 
under the Social Security Act (deeming completely and partially insured indi- 
viduals to be fully and currently insured, respectively, and disregarding any 
possible deductions under subsection (f) of section 203 thereof) if such employee’s 
service as an employee after December 31, 1936, were included in the term ‘em- 
ployment’ as defined in that Act and quarters of coverage were determined in 
accordance with section 5 (1) (4) of this Act, such annuity or annuities, shal] be 
increased proportionately to a total of such amount or such additional amount.”’ 

Sec. 10. Section 3 of the Railroad Retirement Act of 1937, as amended, is 
amended by striking out subsection (h) thereof. 

Sec. 11. Subsection (i) of section 3 of the Railroad Retirement Act of 1937, as 
amended, is amended by redesignating it as subsection (h) 

Sec. 12. Subsection (a) of section 5 of the Railroad Retirement Act of 1937, as 
amended, is amended by inserting ‘‘and Widower’s”’ after ‘‘Widow’s’’; by inserting 
“or widower” after ‘‘widow’’; by inserting ‘‘or his” after “‘her’’, by inserting ‘‘or 
he” after ‘‘she’’; and by substituting for the phrase ‘“‘an annuity for each month 
equal to three-fourths of the employee’s basic amount” the following: ‘‘a sur- 
vivor’s insurance annuity: Provided, however, That if in the month preceding the 
employee’s death the spouse of such employee was entitled to a spouse’s annuity 
under subsection (f) of section 2 in a amount greater than the survivor’s insurance 
annuity, the widow’s or widower’s annuity shall be increased to such greater 
amount’. 

Sec. 13. Subsection (b) of section 5 of the Railroad Retirement Act of 1937, as 
amended, is amended by substituting for the phrase ‘‘an annuity for each month 
equal to three-fourths of the employee’s basic amount”’ the following: “‘a sur- 
vivor’s insurance annuity: Provided, however, That if in the month preceding the 
employee’s death the spouse of such employee was entitled to a spouse’s annuity 
under subsection (f) of section 2 in an amount greater than the survivor’s insurance 
annuity, the widow’s current insurance annuity shall be increased to such greater 
amount”’. 

Sec. 14. Subsection (c) of section 5 of the Railroad Retirement Act of 1937, as 
amended, is amended by substituting for the phrase “an annuity for each month 
equal to one-half of the employee’s basic amount” the following: ‘“‘a survivor’s 
insurance annuity: Provided, however, That if the employee is survived by more 
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than one child entitled to an annuity hereunder, each such child’s annuity shall be 
i) two-thirds of a survivor’s insurance annuity plus (ii) one-third of a survivor's 
insurance annuity divided by the number of such children” 

Sec. 15. Subsection (d) of section 5 of the Railroad Retirement Act of 1937, 
as amended, is amended by inserting, ‘‘, no widower,” after “widow’’; and by 
substituting for the phrase ‘‘an annuity for each month equal to one-half of the 
employee’s basic amount” the phrase ‘‘a survivor’s insurance annuity” 

sec. 15. Subsection (e) of section 5 of the Railroad Retirement Act of 1937, 
as amended, is amended by striking out all after the phrase ‘‘whose death’”’ and 
substituting the following: “the same two or more children are entitled to an- 
nuities for a month under subsection (ce), any application of each such child shall 
be deemed to be filed with re ape ct to the death of only that one of such employees 
from whom may be derived a survivor’s insurance annuity for each child under 
subsection (c) in an amount equal to or in excess of that which may be derived 
from any other of such e eetP 3. 

Sec. 17. Subsection (f ) of section 5 of the Railroad Retirement Act of 1937, 
as amended, is amended hs inserting ‘‘, widower,’’ after the word ‘‘widow”’ where 
this word first appears; by substituting in the first sentence ‘twelve times the 
survivor’s insurance annuity” for “eight times the employee’s basic amount’’; by 
inserting after the first sentence thereof the following. ‘‘Upon the death, on or 
after the first day of the month next following the month of enactment hereof, 
of a completely or partially insured employee who will have died leaving a widow, 
widower, child, or parent who would on proper application therefor be entitled 
to an annuity under this section for the month in which such death occurred, 
there shall be paid a lump sum of four times the survivor’s insurance annuity to 
the person or persons in the order provided in this paragraph.’’; by inserting 
before ‘‘would”’ in the fourth sentence thereof the following: ‘‘of twelve times the 
survivor’s insurance annuity”, by inserting in that sentence ‘‘widower,”’ after the 
word “widow,” wherever it appears, and by substituting in that sentence the 
phrase ‘eight times the survivor’s insurance annuity” for the phrase ‘‘such lump 
sum’’ wherever it appears. 

Sec. 18. Subsection (f) (2) of section 5 of the Railroad Retirement Act of 
1937, as amended, is amended by inserting ‘“, widower,” after the word ‘“‘widow’”’ 
wherever this word appears; by inserting “or her’ after the words “his’’ and 
‘“‘*him’’ wherever these words appear, by inserting after ‘‘$300” the following: 
“through the calendar vear 1951 and $400 thereafter’; by inserting immediately 
before ‘‘, or to other’ in the first sentence the following: ‘‘, and to others deriving 
from him or her, during his or her life,’’; by changing the period at the end 
said subsection to a comma and by inserting after the comma the following 
‘except that the deductions of the benefits paid pursuant to subsection (k) of 
this section, under section 202 of the Social Security Act, during the life of th 
employee to him or to her and to others deriving from him or her, shall be limited 
to such portions of such benefits as are payable solely by reason of the inclusion 
of service as an employee in ‘employment’ pursuant to said subsection (k).’’ 

Sec. 19. Subsection (g) (2) of section 5 of the Railroad Retirement Act of 1937, 
as amended, is amended to read as follows: 

‘(2) If an individual is entitled to more than one annuity for a month under 
this section, such individual shall be entitled only to that one of such annuities 
for a month which is equal to or e ecu any other such annuity. If an individual 
is entitled to an annuity for a month under this section and is entitled, or would 
be so entitled on proper application therefor, for such month to an insurance benefit 
under section 202 of the Social Security Act, the annuity of such individual for 
such month under this section shall be only in the amount by which it exceeds 








such insurance benefit. If an ae ven is entitled to an annuity for a month 
under this section and also to a retirement annuity, the annuity of such individual 
for a month under this section shall “+ pw in the amount by which it exceeds 





such retirement annuity.” 

Sec. 20. Subsection (h) of section 5 of the Railroad Retirement Act of 1937, as 
amended, is amended to read as follows 
(bh) Maximum and Minimum Annuity Totals.—Whenever according to the 
provisions of this section the total of annuities payable for a month with respect 
to the death of an employee, after any adjustment pursuant to subsection (g) 
(2) and after any deductions under subsection (i), is more than $40 and exceeds 
an amount equal to 2% times a survivor’s insurance annuity, such total of annui- 
ties shall, subject to the provisos in subsection (e) of section 3 and in subsections 
(a) and (b) of this sec tion, be reduced proportionately to such amount or to $40, 
whichever is greater. Whenever according to the provisions of this section the 
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total of annuities payable for a month with respect to the death of an emp 
is less than $20 ct otal hall rior oa adju i¢ ) i to s s ‘ 
(g 2) and prior to any deduetion inder subsectio1 ae tl ‘reased propor 
tionatelv to 520 
Src. 21. (a) Subsection (i) of section 5 of the Railroad Retirement Act of 1937 
as amended, is amended by striking out subdivisi i) of paragra and 
inserting in lieu thereof the following 
1) 1 inder the age ot seve V-!I i Wl earned r t > S50 
n wag or Wil iave her charger \ more il S50) ea gs 
from self-employment’; or” 
») Such subsection l is further amended by 
thereof and bv redesignating subdivision (iv) as su 
SEC 22. Subsection }) of section 5 of the Railros 
amended, is amended | 


by striking out all of tl 
phrase “the month in which including the provi 


lowing: ‘‘eligibility therefor was otherwise acquired 


dav of the sixth month before the month in whic! 
Sec. 23. (a) Paragraph (1) of subsection (k) of sect 

ment Act of 1937, as amended, is amended by insertin 

mining’ and by inserting in said paragraph after 


appears the following: “‘to an emplovee who wi 
; ; 


vears of service and to others deriving 





h 
with respect to his or her death, and lun 


death of such emplovee, and (ii) insurance benefits wit 
emplovee who will have completed ten years of servi 





graph after ‘'1947,.”’ the following: ‘“‘to a widow, par 
inserting before the word “‘occurring’’ the phrase ‘‘of such an employee’’; by in- 


serting after the phrase ‘‘such date’’ the followi: 


203 of that Act’’; by substituting in said paras 
(9)’’; and by inserting at the end of such paragraph (1) the fe 


purposes of section 


10)”’ for “209 (b 























“In the application of the Social Security Act pursuant to this paragraph to servic 
as an emplovee, al! service as defined in section | (c) of this Act shall be deemed to 
have been performed within the United States.’ 

Paragraph (2) of the said subsection (1 amended by changing “1950” to 
"19056": bv inserting after the word “‘awards”’ where it first appears the folk Wing 
and in administering the proviso in section 3 (e) of this Act’’; by substituting 

Federal Security Administrator’ for ‘Social Securit Board and triking 
out from said paragraph (¢ r the phrase ‘“‘suc!} slatin anges as’’ and 
S tit the follow I rv to place e Federal Old Age ai 
Survivors Insurance Tru the sar position \ j wuld have been 
if service as an employee after December 31, 1936 id bee cluded in the term 
‘employment’ as defined in the Social Securit Act l the ] ral Insuranes 
Contributions Act.’ 

Sree. 24. (a) (1) Paragraph (1 subsecti l) of s ) ilroad 
Retirement Act of 1937, as amend Ss amer 1 wer fter 
“ ‘widow’,”’ where this rd first appears: | sub ; ( e) and (g 
for ‘‘209 (3) and (k)”’, and by subs iting ‘*202 (1 for **202 

2) The said paragraph (1) is further amended by st x out subdivision 
thereof and inserting in lieu of such subdivision the foll 

i) a ‘widow’ or ‘widower’ shall ha been living th the emplo at the 
time of the employee’s death; a widower shall have r ed at least one-half 
of his support from his wife employee at the time of leath or he shall have 
received at least one-half of his support from his wife e1 a time her 
retirement annuity or pension began For the purp s of subsections 
and (i I ii) of this section. the term ‘widow’ shall include a woman who 
has been divorced from the employee if she .) is the mother of his son or 
daughter, (rn) legally adopted his son or daughter while she was married 
him and while such son or daughter was under the age of eighteen or (c) was 
married to him at the time both of them legally adopted a child under the ag 
of eighteen; and if she received from the employee (pursuant to agreement or 
court order) at least one-half of her s Ipport at the time of the emplovee’s 


death, and the child in her care referred to in subsection (b) is the child de- 
scribed in clauses (a), (8), and (c) entitled to a survivor’s insurance annuity 
under subsection (c) with respect to the death of such employee:’’. 
(3) The said paragraph (1) is further amended by inserting in subdivision (ii 
after the phrase “such death” the following: “by other than a stepparent, grand- 
parent, aunt or uncle’; by substituting in subdivision (iii) for the phrase “‘shall 
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have been wholly dependent upon and supported at the time of his death by” 
the phrase “‘shall have received at least one-half of his support from’’; by changing 
the semicolon after the phrase ‘‘is claimed’’ in said subdivision (iii) to a period 
and striking out the portion of the sentence following that phrase. 

(4) Paragraph (1) of the said subsection (1) is further amended by substituting 
for all the matter which follows subdivision (iii) the following: “A ‘widow’ or 
widower’ shall be deemed to have been living with the employee if the conditions 
set forth in section 216 (h) (2) or (3), whichever is applicable, of the Social Security 
Act are fulfilled. A ‘child’ shall be deemed to have been dependent upon a parent 
if the conditions set forth in section 202 (d) (3), (4), or (5) of the Social Security 
Act are fulfilled (a partially insured mother being deemed currently insured). 
In determining for purposes of this section and subsection (g) of section 2 whether 
an applicant is the wife, husband, widow, widower, child or parent of an employee 
as claimed, the rules set forth in section 216 (h) (1) of the Social Security Act 
shall be applied;’’. 

(b) Paragraph (4) of subsection (1) of section 5 of the Railroad Retirement 
Act of 1937, as amended, is amended by inserting after the table the following: 
“If upon computation of the compensation quarters of coverage in accordance 
with the above table an employee is found to lack a completely or partially 
insured status which he would have if compensation paid in a calendar year were 
presumed to have been paid in equal proportions with respect to all months in 
the year in which the employee will have been in service as an employee, such 
presumption shall be made.” 

(c) Paragraph (6) of subsection (1) of section 5 of the Railroad Retirement Act 
of 1937, as amended, is amended by striking ‘‘(a)”’ after “209” and by inserting 
after the word ‘‘Act”’, the following: ‘‘, and, in addition (i) ‘self-employment 
income’ as defined in section 211 (b) of that Act and (ii) wages deemed to have 
been paid under Section 217 (a) of that Act on account of military service which is 
not creditable under section 4 of this Act.” 

(d) Paragraph (7) of subsection (1) of section 5 of the Railroad Retirement Act 
of 1937, as amended, is amended by inserting before the word ‘‘had”’ the phrase 
“completed ten years of service and will have’’; and by inserting in the parenthetical 
phrase in subdivision (i), after the word ‘‘quarter’’ the following: ‘‘which is not a 
quarter of coverage and’’. 

(e) Paragraph (8) subsection (1) of section 5 of the Railroad Retirement Act 
of 1937, as amended, is amended to read as follows: 

(8) An employee will have been ‘partially insured’ at the time of his death, 
whether before or after the enactment of this section, if it appears to the satis- 
faction of the Board that he will have completed ten years of service and will have 
had (i) a current connection with the railroad industry; and (ii) six or more quarters 
of coverage in the period ending with the quarter in which he will have died or in 
which a retirement annuity will have begun to accrue to him and beginning with 
the third calendar vear next preceding the year in which such event occurs.” 

(f) Paragraph (9) of subsection (1) of section 5 of the Railroad Retirement Act 
of 1937, as amended, is amended by changing the language before the first proviso 
to read as follows: 

““(9) An employee’s ‘average monthly remuneration’ shall mean the quotient 
obtained by dividing (A) the sum of (i) the compensation paid to him after 1936 
and before the quarter in which he will have died, eliminating any excess over 
$300 for any calendar month through 1951, and any excess over $400 for any 
calendar month after 1951, and (ii) if such compensation for any calendar year 
is less than $3,600 and the average monthly remuneration computed on compen- 
sation alone is less than $300 and the employee has earned in such calendar year 
‘wages’ as defined in paragraph (6) hereof, such wages, in an amount not to 
exceed the difference between the compensation for such year and $3,600, by 
(B) three times the number of quarters elapsing after 1936 and before the quarter 
in which he will have died:’’; by inserting in the second proviso after the word 
“quarter” the following: “which is not a quarter of coverage and’’; and by 
changing the period at the end of said proviso to a colon and adding the following: 
“And provided further, That if the exciusion from the divisor of all quarters after 
the first quarter in which the employee was completely insured and had attained 
the age of sixty-five and the exclusion from the dividend of all compensation and 
wages with respect to such quarters would result in a higher average monthly 
remuneration, such quarters, compensation and wages shall be so excluded.” 

(g) Paragraph (10) of subsection (1) of section 5 of the Railroad Retirement 
Act of 1937, as amended, is amended by substituting the phrase “ ‘survivor’s 
insurance annuity’ ’’ for the phrase ‘‘ ‘basic amount’”’ wherever this phrase appears; 
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by substituting in subvidisions (i) and (ii) of said paragraph ‘‘$100” for ‘$75’ 
by substituting for “‘$250” in subdivision (i) the following: “$400 if wages are not 
included in the average monthly remuneration, or $300 if wages are included”’ 
— by striking out from subdivision (i) all the language after the phrase “plus 
(C)”, up to and including the phrase ‘‘or more’, and by substituting for said 
atl Fo the following. ‘$1 for e ach of his years of service after 1936’; by sub- 
stituting in said subdivision (i) ‘‘$20” for ‘‘$10”’ wherever the latter fi gures appear; 
by substituting in subdivision (ii) of said paragraph the phrase ‘‘the survivor’s 
insurance annuity” for the phrases “‘the amount computed under his subdivision” 
and “such amount”; by substituting “$35’’ for $33.33”, and for ‘$25’ and 
substituting “$15” for $13.33” and ‘‘$300” for ‘‘$250’’, and by striking out the 
phrase ‘“‘four-thirds of’’. 
Sec. 25. Section 17 of the Railroad Retirement Act of 1937, as amended, 

amended by striking out “subsection (b) of” 


AMENDMENTS TO THE RAILROAD RETIREMENT TAX ACT 


Src. 26. Sections 1500,1501 (a), 1510, and 1520 of the Railroad Retirement Tax 
Act are amended, effective with respect to compensation paid after December 31, 
1951, by substituting for the figures ‘‘$300’’, wherever they appear in said sections, 
the figures ‘‘$400” 

EFFECTIVE DATES 


Src. 27. (a) Except as otherwise specifically provided the amendments made 
bv this Act shall take effeet with respect to benefits accruing under the Railroad 
Retirement Act and the Social Security Act after the last day of the month in 
which th is A *t is enacted, irresp ctive of when service or employ ment occurred or 
compensation or wages were earned: Provided, howe That in the r ss n 
pursuant to this Act of retirement and survivor annuities heretofore awarded, the 
monthly compensation and average monthly remuneration shall not be recom- 
puted but shall be increased to the next highest multiple of one dollar 

b) The amendments made by sections 3 and 22 of this Act and the elimination 
of the language in section 3 (a) 4 of the Railroad Retirement Act shall apply to 
benefits awarded in whole or in part after the enactment of this Act. 















c) The amendments made by sections 4 and 21 with respect to ‘“‘wages’”’ and 
“net earnings from self-employment” shall not apply to ‘‘wages’”’ from service, or 
to et earnings from self-employment’’ in which an individual (other than a 


disability annuitant under the age of 65) in receipt of an annuity on the enactment 
date hereof was engaged on such date without forfeiting the annuity. 

d) The amendments made by sections 17 and 18 of this Act shall take effec 
with respect to deaths occurring after the enactment of this Act. 

e) With respect to retirement and survivor annuities currently payable and 
awarded under the Railroad Retirement Act prior to the enactment of this Act 
to, and with respect to the death of, individuals who have completed less than 
ten years of service, and with respect to spouses of such individuals during such 
individuals’ lifetime, the amendments made bs this Act shall apply in the same 
manner as to, and with respect to the death of, individuals who have completed 
ten years of service. 

(f) All joint and survivor annuities heretofore and hereafter awarded shall, 
notwithstanding the provisions of law under which the election of the joint and 
survivor annuity was made, be increased to the amount that would have been 
payable had no election been made, if the spouse for whom the election was 
made predeceased the individual who made the election; such increased annuity 
shall, subject to the provisions of section 2 (c) of the Railroad Retirement Act 
of 1937, as amended, begin to accrue on the first of the calendar month following 
the calendar month in which the spouse died but not before the calendar month 
next following the month of enactment hereof. 

(g) All pensions due in months following the first calendar month after the 

actment he ‘reof, shall be increased by 15 per centum. 

h) The increase in retirement annuities provided by this Act shall apply also 
to annuities heretofore awarded under hye Railroad Retirement Act of 1935, and 
the term ‘‘spouse”’ shall include the wife or husband of an employee w a has been 
awarded an annuity under that Act. The provisions of this Act shall not apply 
to annuities heretofore paid under the Railroad Retirement Acts in lump sums 
equal to their commuted values. 

(i) The annuity of the spouse of an employee who has been awarded an anniity 
under section 3 (b) of the Railroad Retirement Act of 1935 or under section 2 (a) 


2 (b) of the Railroad Retirement Act of 1937 prior to its amendment by Public 








‘ RAILROAD RETIREMENT LEGISLATION 


Law 572, 79th Congress, shall, subject to the provisions of this Act, be one-half 
the annuity such employee would have received had the annuity been awarded at 
age sixty-five 

(j) All recertifieations required by reason of the provisions of this Act other 
than section 10 shall be made without application therefor. tecomputations 
pursuant to sections 9 and 10 cf this Act shall be made only upon application 
therefor in such manner and form, and filed within such time as the Railroad 
Retirement Board may prescribe. 


[S. 1353, 82d Cong., Ist sess.] 


4 BILL To amend the Railroad Retirement Act, the Railroad Unemployment [Insurance Act, and for other 


purposes 


Re it enacted by the Senate ana House of Re presentatives of the United States of 
America in Congress assembled, That subsection (a) of section 3 of the Railroad 
Retirement Act of 1937, as amended, is amended to read as follows: 

‘‘(a) The annuity shall be computed by multiplying an individual’s ‘vear of 
service’ by the following percentages of his ‘monthly compensation’: 3 per centum 
of the first $50; 2.25 per centum of the next $100; and 1.50 per centum of the next 
$150.” 

Sec. 2. Subsection (e) of section 3 of the Railroad Retirement Act of 1937, as 
amended, is amended to read as follows: 

‘*(e) In the case of an individual having a current connection with the railroad 
industry and not less than five years of service, the minimum annuity payable shall, 
before any reduction pursuant to subsection 2 (a) (3), be whichever of the following 
is the least: (1) $4.50 multiplied by the number of his years of service; or (2) $75 
or (3) his monthly compensation.” 

Sec. 3. Subsection (h) of section 5 of the Railroad Retirement Act of 1937, as 
amended, is amended to read as follows: 

“(h) MAXIMUM AND MintrmumM Annuity Torats.— Whenever according to the 
provisions of this section as to annuities, payable for a month with respect to the 
death of an employee, the total of annuities is more than $25 and exceeds either 
(a) $150, or (b) an amount equal to two and one-half times such employee’s basic 
amount, whichever of such amounts is least, such total of annuities shall, prior 
to any deductions under subsection (i), be reduced to such least amount or to $25, 
whichever is greater. Whenever such total of annuities is less than $15, such 
total shall, prior to any deductions under subsection (i) be increased to $15. 

Sec. 4, Subdivision (ii) of section 5 (i) (1) of the Railroad Retirement Act of 
1937, as amended, is amended to read as follows: 

ii) will have rendered service for wages in excess of $50;’’ 

Sec. 5. pecagrepn (9) . subsection (1) of section 5 of the Railroad Retirement 
Act of 1937, as amended, is amended to read as follows: 

(9) An eaployee’ s ‘ove rage monthly remuneration’ shall mean the quotient 
obtained by dividing (A) the sum of the compensation and wages paid to him 
after 1936 and before the quarter in which he will have died, eliminating for any 
single calendar vear, from compensation, any excess over $300 for any calendar 
month in such year, and from the sum of wages and compensation any excess Over 
$3,600, by (B) three times the number of quarters elapsing after 1936 and before 
the quarter in which he will have died: Provided, That for the period prior to and 
including the calendar year in which he will have attained the age of twenty-two 
there shall be included in the divisor not more than three times the number of 
quarters of coverage in such period: Provided further, That there shell be excluded 
from the divisor any calendar quarter during any part of which a retirement 
annuity will have been payable to him. 

“With respect to an employee who will have been awarded a retirement an- 
nuity, the term ‘compensation’ shall, for the purpose of this parag graph, mean the 
compensation on which such annuity will have been based;” 

Sec. 6. Paragraph (10) of subsection (1) of section 5 of the Railroad Retirement 
Act, as amended, is amended to read as follows: 

(10) The term ‘basic amount’ shall mean 

‘“‘(j) for an employee who will have been partially insured, or completely 
insured solely by virtue of paragraph (7) (i) or (7) (ii) or both, the sum of 

(A) 50 per centum of his average monthly remuneration, up to and including 

$75; plus (B) 12% per centum of such average monthly remuneration exceed- 

ing $75 and up to and including $300, plus (C) 1 per centum of the sum of 

(A) plus (B) multiplied by the number of years after 1936 in each of which 
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the ecompensati wages, or both, paid to him will have been equal to $200 





or more: if the basic amount, thus computed, is less than $20 it shall be in 
creased to $20 

ll ior an emplovee who Wil have peen complet Vins ired Solely DY 
virtue of paragraph (7) (iii); the sum of 50 per centum of his monthly co1 
pensation if an annuity will have been payable to him, or, if a pension wi 
have been pavable to him, 50 per centum of the average monthly earnings on 
which such pension was computed, up to and ineluding $75; plus 12+ per 
cencum of such compensation or earnings exceeding $75 and up to and in- 
cluding $300 If the average monthly earnings on which a pension payable 
t<¢ him Was comput “d ar not ascertainabie from the the reeords In the 


possession of the Board, the amount computed under this subdivision shall] 
be $40, except that if the pension payable to him was less than $30, such 
amount shall be four-thirds of the amount of the pension or $17, whichever is 
greater. The term ‘monthly compensation’ shall, for 
livision, mean the monthly compensation used in computing the annuity; 
(iii) for an employee who will have been completely insured under 
paragraph (7) (iii) and either (7) (i 
computed in accordance with subdivisions (i) and (ii 
Sec. 7. The amendments made by this Act shall be applic with respect to 
all annuities under the Railroad Retirement Act of 1937, as amen 
1u 


he purposes of this sub- 











ii), the higher of the two amounts 








1 accruing 
during the ealendar months following the month in which this Act is enacted; 
but such amendment shall not apply to joint and survivor annuities heretofore 
awarded. The amendments made to section 5 of this Act shall be effeetive with 
respect to deaths after the date of enactment of this Act All annuities under the 
Railroad Retirement Act of 1935 and all joint and survivor annuities deriving 
from joint and survivor annuities heretofore awarded, accruing during the calendar 
months following the month of enactment of this Act, and all pensions due in 
months following the first calendar month after the enactment of this Act, shall 
be increased by 25 per centum All widows’ insurance annuities and all widows’ 
current insurance annuities and maximum annuity total for a family group under 
section 5 of the 1946 amendments to the Railroad Retirement Act of 1937, as 
amended, heretofore awarded, accruing during the calendar months following the 
month of enactment of this Act, shall be increased by 25 per centum. Aill re- 
certifications required by reason of the enactment of this Act shall be made by 
the Railroad Retirement Board without application therefor 






RAILROAD UNEMPLOYMENT INSURANCE 


Sec. 8. Subsection (a-1) of section 4 of the Railroad Unemployment Insurance 
Act, as amended, is amended by striking out all of subsections (iii) and (iv) of 
subsection (a-1) of section 4. This provision will become effective July 1, 1951. 
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(COMMITTEE PRINT] 


Aprit 25, 1951 


Senate Committee on Labor and Public Welfare 


COMPARATIVE PRINT 


Showing the changes which S. 1347, introduced April 12, 1951, 
proposes to make in the Railroad Retirement Act of 1937, as 
amended, and in the Railroad Retirement Tax Act 


Roman type represents present law in which no change is proposed by S. 1347 
Line type represents present law proposed to be stricken out by 8. 1347 
Italic type represents matter in 8. 1347 not contained in present law 


l RAILROAD RETIREMENT ACT OF 1937, AS 
2 AMENDED 


3 * * ° , - 

4 DEFINITIONS 

5 “Section 1. For the purposes of this Act 

6 “(a) The term ‘employer’ means any carrier (as de- 


7 fined in subsection (m) of this section), and any company 

8 which is directly or indirectly owned or controlled by one 

9 or more such carriers or under common control therewith, 

10 and which operates any equipment or facility or performs 
(Page 2 

| any service (except trucking service, casual service, and 

2 the casual operation of equipment or facilities) in con- 


3 nection with the transportation of passengers or property by 
4 railroad, or the receipt, delivery, elevation, transfer in transit, 
5 refrigeration or icing, storage, or handling of property trans- 
6 orted by railroad, and any receiver, trustee, or other in- 
7 dividual or body, judicial or otherwise, when in the posses- 
8 sion of the property or operating all or any part of the 
9 business of any such employer: Provided, howrver, That 


.| 


10 the term ‘employer’ shall not include any street, interurban, 
11 or suburban electric railway, unless such railway is operat- 
12 ing as a part of a general steam-railroad system of trans- 
13. portation, but shall not exclude any part of the general 
14 steam-railroad system of transportation now or hereafter 
1d operated by anv other motive power. The Interstate Com- 
1 merce Commission is hereby authorized and directed upon 
17 request of the Board, or upon complaint of any party. in- 
IS terested, to determine after hearing whether any line op- 
19 erated by electric power falls within the terms of this pro- 
20 viso. The term ‘employer’ shall also include railroad 
21 associations, traffic associations, tariff bureaus, demurrage 
bureaus, weighing and inspection bureaus, collection agencies 
} and other associations, bureaus, agencies, or organizations 
t controlled and maintained wholly or principally by two or 
5 more emplovers as hereinbefore defined and engaged in the 
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1 performance of services in connection with or incidental to 
2 railroad transportation; and railway labor 

3 national in scope, which have been or may be organized it 
{ accordance with the provisions of the Railway Labor A¢ 
5 as amended, and their State and National legislative e 
































6 mittees and their general committees and their insur: 
7 departments and their local lodges and divisions, established 
8 pursuant to the constitution and bvlaws of such o 
9 tions. The term ‘employer’ shall not include any compa: 
10 bv reason of its being engaged ji the mining of coa tire 
11 supplying of coal to an employer where iver S 
12 bevond the mine tipple, and the operation of equipment o1 
13. facilities therefor, or in any of such activities 
14 “(b) The term ‘employee’ means l any individual 
15 in the service of one or more employers for compensat 
16 (2) any individual who is in the employment relation to 
17 one or more employers, and (3) an emplovee representative 
18 The term ‘employee’ shall include an employee of a loca 
19 lodge or division defined an emplover subsect ic i 
290 only if he was in the service of or 1 t employme rela 
tion to a carrier on or after the enactment dat I ter! 
employee representative’ Means al officer o1 Tie repr 
sentative of a railway labor organization other than a 
24 organization included in the term ‘employer’ as defined in se« 
25 tion 1 (a) who before or after the enactment date w: 
Page 4 
1 the service of an employer as defined in sectic 1 (a) and 
2 who is duly authorized and designated to represent em- 
3  ployees in accordance with the Railway Labor <A as 
t amended, and any individual who is regular assigned t 
> or regularly emplove i by such officer or official representative 
6 in connection with the duties of his offies 
7 The term emplovee t ( ad uny ividua 
8 while such individual is eng i he pl ca peratio! 
9 eonsisting of the mining of coal, the preparatio f « : the 
10 handling (other than movement by rail with standard ra 
11 road locomotives) of coal not beyond the mine tipple. or the 
12 loading of coal at the tipple 
13 ec) An individual is in the service of an emplover 
14. whether his service is rendered wit r ithout e United 
15 States if (i) he is subject to the continuing authorit the 
16 employer to supervise and direct the manner of rendit n ot 
17 his service, or he is rendering professional or technical ser 
18 ices and is integrated into the staff of the empioyver, ( 
19 rendering, on the property used in the employer’s opera 
20 tions, other personal services the rendition of whicel 
21 tegrated into the employer’s operations, and (ii) he renders 
22 such service for compensation, or a method of computing the 
23 monthly compensation for such service is provided in sectio1 
24 3 (ec): Promded, however, That ar individual she be 
25 deemed to be in the service of an emplover, other than a local 








RAILROAD RETIREMENT LEGISLATION 


Page 5 


li nde or division or a general committee of a railway-labor- 

anization emplover, not conducting the principal part of its 
busit iess in the United States only when he is rendering 
service to it in the United States; and an individual shall be 
deemed to be in the service of such a local lodge or division 
only if (1) all, or substantially all, the individuals constitut- 
ing its membership are employees of an emplover conductins 
the principal part of its business in the United States; or (2 
the headquarters of such local lodge or division is located in 
the United States; and an individual shall be deemed to be in 
the service of such a general committee only if (1) he is 
representing a local lodge or division dese ribed in clauses (1 
or (2) immediately above; or (2) all, or substantially 
all, the individuals represented by it are employees of an 
employers conducting the prin ‘ipal part of its business in the 
United States; or (3) he acts in the capacity of a general 
chairman or an assistant general chairman of a general com- 
mittee which represents individuals rendering service in the 
United States to an employer, but in such case if his office or 
hendesnetails is not located in the United States and the in- 
dividuals represented by such general committee are em- 
ployees of an employer not conducting the principal part of 
its business in the United States, only such proportion of 
the remuneration for such service shall be regarded as com- 
pensation as the proportion which the mileage in the United 
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States under the jurisdiction of such general committee bears 
to the total mileage under its jurisdiction, unless such mileage 
formula is inapplicable, in which case the Board may pre- 
scribe such other formula as it finds to be equitable, and if 
the application of such mileage formula, or such other for- 
mula as the Board may prescribe, would result in the com- 
pensation of the individual being less than 10 per centum of 
his remuneration for such service no part of such remunera- 
tion shall be regarded as compensation: Provided further, 
That an individual not a citizen or resident of the United 
States shall not be deemed to be in the service of an em- 
ployer when rendering service outside the United States to 
an employer who is required under the laws applicable in the 
place where the service is rendered to employ therein, in 
whole or in part, citizens or residents thereof; and the laws 
applicable on August 29, 1935, in the place where the service 
is rendered shall be deemed to have been applicable there at 
all times prior to that date. 

“(d) An individual shall be deemed to have been in the 
employment relation to an employer on the enactment date 
if (i) he was on that date on leave of absence from his 
employment, expressly granted to him by the employer by 
whom he was employed, or by a duly authorized representa- 
tive of such employer, and the grant of such leave of absence 
will have been established to the satisfaction of the Board 
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betore July 1947; or I he Was in the service of an 
employer after the enactment date and before January 1946 
in each of six calendar months, whether or not consecutive 
or (iii) be 


fore the enactment date he did not retire and was 
not retired or discharged from the service of the last emplover 


by whom he was employed or its corporate or operating 
icecessor, but 4) solely b reason of his physical or 
mental disability he ceased before the enactment date to 
be in the service of such employer and thereafter remained 
continuously disabled until he attained age sixtv-five or until 
August 1945 or (B) sole for such last stated reason an 


employer by whom he was emp 





date or an employer who is its successor di 
the enactment date and before August 1945 call him to 





return to service, or (C) if he was so e: d he wa ol 
for such reason unable to render service six calendar 
months as provided in clause (ii); or (iv) he was on the 


date absent from the service of an emplover by 
reason of a discharg W ! 


effective date thereof, was protested, to an appropriate labor 
representative or to the employer, as wrongful, and which 


enactment 





Was followed within ten vears of the effective date thereof 
by his reinstatement in good faith to his former service with 
all his seniority rights: Provided, That an individual shall 


iot be deemed to have been on the enactment date in the 


emplovment relation to an emplover if before that date he 
Was granted a pension or gratultv on the Dasis of W ich a 


pension was awarded to him pursuant to section 6, or if 


i 
during the last pay-roll period before the enactment date in 
vhich he rendered service to an employer he was not in the 
service of an employer, in accordance with subsection (ce), 


with respect t riod, or if he 


could have been in ee an emplover 
only by r before or after 
the enactment date in the service of a local lodge or division 
defined as an employer in section 1 (a 

e) The term ‘United States’, when used in a _ geo- 
graphical sense, means the States, Alaska, Hawaii, and the 
District of Columbia. 

‘“(f) The term ‘years of service’ shall mean the number 
of vears an individual as an employee shall have rendered 
service to one or more employers for compensation or re- 
ceived remuneration for time lost, and shall be computed in 
accordance with the provisions of section 3 (b Provided, 
however, That where service prior to the enactment date 
may be included in the computation of vears of service as 
provided in subdivision (1) of section 3 (b), it may be 
included as to service rendered to a person which was on the 
enactment date an employer, irrespective of whether, at the 


O any service in suel pay-roll 


the employment re] 
ason of his having been, eit 








time such service was rendered, such person was an em- 
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ployer; and it may also be included as to service rendered to 
any express company, sleeping-car company, or carrier by 
railroad which was a predecessor of a company which, on 
the enactment date, was a carrier as defined in subsection 
(m), irrespective of whether, at the time such service was 
rendered to such predecessor, it was an employer; it may 
also be included as to service rendered to a person not an 
employer in the performance of operations involving the use 
of standard railroad equipment if such operations were per- 
formed by an employer on the enactment date. Twelve 
calendar months, consecutive or otherwise, in each of which 
an employee has rendered such service or received such 
wages for time lost, shall constitute a year of service. Ulti- 
mate fractions shall be taken at their actual value, except 
that if the individual will have had not less than fift¥-fexr 
one hundred twenty-six months of service, an ultimate 
fraction of six months or more shall be taken as one year. 

“(o) The term ‘annuity’ means a monthly sum which is 
payable on the Ist day of each calendar month for the accrual 
during the preceding calendar month. 

“(h) The term ‘compensation’ means any form of money 
remuneration paid to an individual for services rendered as 
an employee to one or more employers, or as an employee 
representative, including remuneration paid for time lost 
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as an employee, but remuneration paid for time lost shall 
be deemed earned in the month in which such time is lost. 
Such term does not include tips, or the voluntary payment 
by an employer, without deduction from the remuneration 
of the employee, of any tax now or hereafter imposed with 
respect to the compensation of such employee. For the pur- 
poses of determining monthly compensation and years of 
service and for the purposes of subsections (a), (c), and 
(d) of section 2 and subsection (a) of section 5 of this Act, 
compensation earned in the service of a local lodge or division 
of a railway-labor-organization employer shall be disregarded 
with respect to any calendar month if the amount there of is 
less than $3 and (1) such compensation is earned between 
December 31, 1936, and April 1, 1940, and taxes thereon 
pursuant to section 2 (a) and 3 (a) of the Carriers Taxing 
Act of 1937 or sections 1500 and 1520 of the Internal Reve- 
nue Code are not paid prior to July 1, 1940; or (2) such 
compensation is earned after March 31, 1940. A payment 
made by an employer to an individual through the em- 
ployer’s pay roll shall be presumed, in the absence of evidence 
to the contrary, to be compensation for service rendered by 
such individual as an employee of the employer in the period 
with respect to which the payment is made. An employee 
shall be deemed to be paid, ‘for time lost’ the amount he is 
paid by an employer with respect to an identifiable period 
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of absence from the active service of the employer, including 
absence on account of personal injury, and the amount he 
is paid by the employer for loss of earnings resulting from 
his displacement to a less remunerative position or occupa- 
tion. If a payment is made by an employer with respect 
to a personal injury and includes pay for time lost, the total 
payment shall be deemed to be paid for time lost unless, at 
the time of payment, a part of such payment is specifically 
apportioned to factors other than time lost, in which event 
only such part of the payment as is not so apportioned shall 
be deemed to be paid for time lost. Compensation earned in 
any calendar month before 1947 shall be deemed paid in such 
month regardless of whether or when payment will have 
been in fact made, and compensation earned in any calendar 
vear after 1946 but paid after the end of such calendar vear 
shall be deemed to be compensation paid in the calendar year 
in which it will have been earned if it is so reported by the 
employer before February 1 of the next succeeding calendar 
vear or, if the employee establishes subject to the provisions 
of section 8, the period during which such compensation will 
have been earned. In determining the monthly compensa- 
tion, the average monthly remuneration, and quarters of 
coverage of any employee, there shall be attributable as 
compensation paid to him in each calendar month in which 
he is in militarv service creditable under section 4 the 


Page 12 


amount of $160 in addition to the compensation, if any, 
paid to him with respect to such month. 

i) The term ‘Board’ means the Railroad Retirement 
Board. 

“(j) The term ‘enactment date’ means the 29th of 
August 1935. 

““(k) The term ‘company’ includes corporations, asso- 
ciations, and joint-stock companies 

(1) The term ‘employee’ includes an officer of an 
employer. 

‘‘(m) The term ‘carrier’ means an express company, 
sleeping-car company, or carrier by railroad, subject to part 
I of the Interstate Commerce Act. 

‘“‘(n) The term ‘person’ means an individual, a part- 
nership, an association, a joint-stock company, or a corpora- 
tion. 

**(o) An individual shall be deemed to have ‘a current 
connection with the railroad industry’ at the time an annuity 
begins to accrue to him and at death if, in any thirty conse- 
cutive calendar months before the month in which an annuity 
under section 2 begins to accrue to him (or the month in 
which he dies if that first occurs), he will have been in 
service as an employee in not less than twelve calendar 
months and, if such thirty calendar months do not immedi- 
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eornseettive entender tenths; shel be deemed te eease to 
be se disebled im the last of steh sie months: and steh em- 
plovee shel pepert te the Berea Hamrediately al steh seprice 
for hive; or steh sel-employment- If after cessation of his 
disability annuity the employee will have acquired additional 
year of service, such additional years of service may be 
credited to him with the same effect as if no annuity had 
previously been awarded to him. 

“(b) An annuity shall be paid only if the applicant 
shall have relinquished such rights as he may have to return 
to the service of an employer and of the person by whom 
he was last employed; but this requirement shall not apply 
to the individuals mentioned in subdivision 4 and subdivision 
5 of section (a) prior to attaining age sixty-five. 

‘““(c) An annuity shall begin to accrue as of a date to be 
specified in a written application (to be made in such man- 
ner and form as may be prescribed by the Board and to be 
signed by the individual entitled thereto), but 

‘(1) not before the date following the last day of 
compensated service of the applicant, and 

(2) not more than sety devs siz months before 
the filing of the application. 

“(d) No annuity shall be paid with respect to any 
month in which an individual (2) in receipt of an annuity 
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hereunder shall render compensated service to an employer 
or to the last person by whom he was employed prior to 
the date on which the annuity began to seerHe- accrue, or 
(it) ts receiving an annuity under paragraph 1, 2 or 3 of 
subsection (a), or under paragraph 4 or 45 thereof after 
attaining age sixty-five, is under the age of seventy-five, and 
shall earn more than $50 in ‘wages’ or be charged with 
more than $50 in ‘net earnings from self-employment’, or 
tit) is receiving an annuity under pargraph 4 or 5 of sub- 
section (a), ts under the age of sixty-five, and shall earn 
more than $100 in ‘wages’ or be charged with more than 
$100 in ‘net earnings from self-employment’. Individuals 
receiving annuities shall report to the Board immediately 
all such compensated service. 

‘““(e) For the purpose of this section and of subsection 

of section 45, ‘wages’ shall mean wages as defined in sec- 
tion 209 of the Social Security Act, without regard to sub- 
section (a) thereof; and ‘net earnings from self-employment 
shall be determined as provided in section 211 (a) of the 
Social Security Act and charged to correspond to the provi- 
sions of section 203 (e) of that Act. 

‘(f) Spousre’s Annuiry.—The spouse of an individual, 
if 


‘(7) such individual has been awarded an annuity 
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under subsection (a) or a pension under section 6 and 
has attained the age of 65, and 
“(ii) such spouse has attained the age of 66 or, 
un the Case of a wife, has in her care indi idually or 
jointly with her husband) a child who, tf her husband 
were then to die, would be entitled to a child’s annuity 
under subsection (c) of section 5 of this Act, 
shall be entitied to a spouse’s annuity equal to one-half of 
such individual’s annuity or pension, but not more than $50: 
Provided, however, That if the annuity of the individual is 
awarded under paragraph 3 of subsection (a), the spouse’s 
annuity shall be computed or recomputed as though such 
individual has been awarded the annuity to which he would 
have been entitled under paragraph 1 of said subsection 
Provided furthe v< That any spouse’s annuity shall be red iced 
by the amount of any annuity and the amount of any monthly 
insurance benefit, other than a wife's or husband’s insurance 
benefit, to which such spouse is entitled, or on proper appli- 
cation would be entitled, under subsection (a) of this section 
or subsection (d) of section 5 of this Act or section 202 of 
the Social Security Act; exce pt that if such spouse is dis- 
entitled to a wife’s or husband’s insurance benefit, or has had 
such benefit reduced, by reason of subsection k) of section 
202 of the Social Security Act, the reduction pursuant to this 
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subsection shall be only in the amount by which such spouse's 
monthly insugance benefit under said Act exceeds the wife's 
or husband’s tnsurance be nefit to which such spouse would 
have been entitled under that Act but for said subsection (k). 

‘(g) For the purposes of this Act, the term ‘spouse’ 
shall mean the wife or husband of a retirement annuitant or 
pensioner who (1) was married to such annuttant or pen- 
sioner for a period of not less than three years immediately 
preceding the day on which the application for a spouse’s 
annuity is filed, or is the parent of such annuitant’s or pen- 
stoner’s son, or daughter, if, as of the day on which the 
application for a spouse's annuity is filed, such wife or hus- 
band and such annuitant or pensioner were members of the 
same household, or such wife or husband was recet ing 
regular contributions from such annuitant or pensioner 
toward her or his support, or such annuitant or pensioner has 
been ordered by any court to contribute to the support of 
such wife or husband; and (ii) in the case of a husband, 
was receiving at least one-half of his support from his wife 
at the time his wife's retirement annuity or pension began. 

“(h) The spouse’s annuity provided in subsection (f) 
shall, with respect to any month, be subject to the same 
provistons of subsection (d) with regard to service, ‘wages’ 
and ‘net earnings from self-employment’ as the individual’s 


19 








10 
1] 


a ee OO 


16 
17 
Is 
10 
1) 


bo to hO bo 
Ww bo 


RAILROAD RETIREMENT LEGISLATION 


Page 21 
annuity, and, in addition, the spouse's annuity shall not be 
payable for any month if the individual's annuity is not pay- 
able for such month (or, in the case of a pensioner, would 
not be payable if the pension were an annuity) by reason of 
the provisions of said subsection (d). Such spouse's annuity 
shall cease at the end of the month preceding the month in 
which (i) the. spouse or the individual dies, (ii) the spouse 
and the individual are absolutely divorced, or (iii), in the 
case of a wife under age 65, she no longer has in her care a 
child who, if her husband were then to die, would be entitled 
to an annuity under subsection (c) of section 5 of this Aet. 


““COMPUTATION OF ANNUITIES 


‘Sec. 3. (a) The annuity shall be computed by multi- 
plying an individual’s ‘years of service’ by the following 
percentages of his ‘monthly compensation’: 240 2.80 per 
centum of the first $50; +80 2.00 per centum of the next 
$100; and +20 /.40 per centum of the next $4566 remainder 
of his ‘monthly compensation’. 

b) The ‘years of service’ of an individual shall be 
determined as follows 

1) In the case of an individual who was an employee 
on the enactment date, the years of service shall inelude all 
his service subsequent to December 31, 1936, and if the total 
umber of such vears is less than thirty, then the vears of 
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service shall also include his service prior to January 1, 1937, 
but not so as to make his total vears of service exceed thirty: 
Provided, however, That with respect to any such individual 
who rendered service to any employer after January 1, 1937, 
and who on the enactment date was not an employee of an 
employer conducting the principal part of its business in the 
United States no greater proportion of his service rendered 
prior to January 1, 1937, shall be included in his ‘years of 
service’ than the proportion which his total compensation 
including compensation in any month in excess of $6900 
his ‘monthly compensaiion’) for service after January 1 





1937, rendered anywhere to an employer conducting the 
principal part of its business in the United States or rendered 
in the United States to any other emplover bears to his total 
ation (including compensation in any month in ex- 
cess of $800 his ‘monthly compensation’) for service rendered 
anywhere to an emplover after January 1, 1937. 

2) In all other cases, the years of service shall in- 
clude only the service subsequent to Deeember 31, 1936. 

3) Where the years of service include only part of 
the service prior to January 1, 1937, the part included shall 
be taken in reverse order beginning with the last calendar 


compe 





month of such service 
“444+ Ie ne esse shall the yerps ef sepviee imelide any 
sepviee rendered after dome 36; 4087, and after the end of 
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the estendar sear tn ahich the imdbridtal attains the age of 


The retirement ann ily or pension of ar nd lual, 
and the annuity of his spouse, if any, sha he duced, be 
ginning with the month in which such individual $ or on 
proper application wo ild be, entitled to an old age insurance 
benefit under the Social Secu ty Act, as follows 1 n the 
case of the indir idual’s retirement annu Ly, by that po tion 
of such annuily which is based on his years of service and 
compe nsation before 19387, or by the amount of ch ald 
age insurance be nefit, whicheve is less, i in the case of 
the indi idual’s pension, by the amount of suc ld ge n- 
surance be nefit, and (iu in the case of the spouse's ant ty. 
to one-half the individual’s retirement annu ly o pension, 


MONTHLY COMPENSATION 


c) The ‘monthly compensation’ shall be the average 
compensation paid to an employee with respect to calendar 
months included in his ‘vears of service’, except 1) that 
with respect to service prior to January 1, 1937. the monthly 
compensation shail be the average compensation paid to an 
employee with respect to calendar months included i nis 
vears of service in the vears 1924-1931, and 2 the 
amount of compensation paid or attributable as paid to him 
with respect to each month of service before September 1941 


as a Station empioyee whose duties co! sisted of or included 


the carrying of passengers’ hand baggage and otherwise 
assisting passengers at passenger stations and whose re- 


muneration for service to the emplover was, in whole or 
in substantial part, in the forms of tips, shall be the monthly 


average of the compensation paid to him as a station em- 
ployee in his months of service in the period septer ber 


1940-August 1941: Provided, however, That where service 
in the period 1924-1931 in the one case, or in the period 
September 1940—-August 1941 in the other ¢ 
judgment of the Board, insufficient to constitute a fair and 
equitable basis for determining the amount of compensation 
paid or attributable as paid to him in each month of service 
before 1937, or September 1941, respectively, the Board 
shall determine the amount of such compensation for each 
such month in such manner as in its judgment shall be fair 
and equitable. In computing the monthly compensation, no 
part of any month’s compensation in excess of $300 through 
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the calendar year 1951 and in excess of $400 thereafter, 
shall be recognized 


d) The annuity of an individual who shall have been 
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nection with the railroad industry @#Ad set tess than fire 
yerrs of serviee; the minimum annuity payable shall, before 
any reduction pursuant to stbseetion 2 (#) (3) sections 2 
(a) 3 or 8 (b) (4), be whichever of the following is the 
least: (1) $660 $4.10 multiplied by the number of his 
vears of service; or (2) $60 $68; or (3) his monthly eem 
pensettion- com pensation Provided, however, That if for 
any entire month in which an annuity accrues and tis payable 
under this Act the annuity to which an employee is entitled 
under this Act (or would have been entitled except for a re- 
duction pursuant to section 2 (a) 3 or a joint and survivor 
election), together with his or her spouse’s annuity, if any, 
or the total of survivor annuities under this Act deriving from 
the same employee, is less than the amount, or the additional 
amount, which would have been payable to all persons for 
such month under the Social Security Act (deeming com- 
pletely and partially insured individuals to be fully and cur- 
rently insured, respectively, and disregarding any possible 
deductions under subsection (f) of section 203 thereof) if 
such employee’s service as an employee after December 31, 
1936, were included in the term ‘employment’ as defined in 
that Act and quarters of coverage were determined in ac- 
cordance with section 5 (1) (4) of this Act, such annutty or 
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annuities, shall be increased proportionately to a total of 
such amount or such additional amount. 

“(f) Annuity payments which will have become due 
an individual but will not vet have been paid at death shall 
be paid to the same individual or individuals who, in the 
event that a lump sum will have become payable pursuant 
to section 5 hereof upon such death, would be entitled to 
receive such lump sum, in the same manner as, and subject 
to the same limitations under which, such lump sum would 
be paid, except that, as determined by the Board, first, 
brothers and sisters of the deceased, and if there are none 
such, then grandchildren of the deceased, if living on the 
date of the determination, shall be entitled to receive pay- 
ment prior to any payment being made for reimbursement 
of burial expenses. If there be no individual to whom pay- 
ment can thus be made, such annuity payments shall escheat 
to the credit of the Railroad Retirement Account. 

“‘(9) No annuity shall accrue with respect to the calen- 
dar month in which an annuitant dies. 

th} After an anntity has bestia te neerte; Ht shal net 
be strbjeet toe reeompttetion on seeotnt ef service rendered 
thererfter te an employer, exeept as provided dt stbdivision 
3 of seetion 2 (#)- 

“43 (h) If an annuity is less than $2.50, it may in 
the discretion of the Board, be paid quarterly or in a lump 
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sum equal to its commuted value as determined by the 
Board. 
* * * . * 


““ANNUITIES AND LUMP SUMS FOR SURVIVORS 


‘Sec. 5. (a) Widow’s and Widower’s Insurance An- 
nuity.—A widow or widower of a completely insured em- 
ployee, who will have attained the age of sixty-five, shall 
be entitled during the remainder of her or his life or, if she 
or he remarries, then until remarriage to em apRtity fer eseh 
month eqttat te three-fourths pet streets ampreines basie ameunt 
a survivors iwmsurance annuity Provide d, howe er, That if 
in the month preceding the janleun’s death the Spouse of 
} 


)- 


such employee was entitled to a spouse's annuity under su 
ction (f) of section 2 in an amount greater than the sur- 
or’s insurance annuity, the widow’s or widower’s annuity 
shall be increased to such greater amount 
““(b) Widow’s Current Insurance Annuity A widow. 
of a completely or partially insured employee, who is not 
entitled to an annuity under subsection (a) and who at the 
time of filing an application for an annuity under this sub- 
section will have in her care a child of such employee en- 
tled to receive an annuity under subsection (e) shall be 
entitled to ae amit fer ereh month eqpttet te +hree-feueths 
ef the BH tees beste semeuet a survivor's insurance an- 
nuily Pro ided, howeve . That j nm the month pre edin 7 the 
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employee's death the spouse of such en ployee was entitled to 
1 spouse 8 annuity under subsection f of sect i , nm an 
amount greater than the SU ors nsurance annuity, the 
widow's current insurance annuity sha he nereased to such 
greater amount. Such annuity shall cease upon her death, 


upon her remarriage, when she becomes entitled to an annuity 
under subsection (a), or when no child of the deceased 
employee is entitled to receive an annuity under subsection 
c), whichever occurs first. 

ce) Child’s Insurance Annuity.—Every child of an em- 
aw who will have died completely or partially insured 
shall be entitled, for so long as such child lives and meets the 
qualifications set forth in paragraph 1) of subsection (1 
to em apts fer eneh month eeptitet te ene-hatt of the em- 
pte eels basie femetAt a survivor's insurance annuity Pro- 
vided, however, That u the employee is survived by more than 
one child entitled to an annuity hereunde r, each such child’s 
annuity shall be (2) two-thirds of a survivor’s insurance 
annuity plus (it) one-third of a survivor’s insurance annuity 


divided by the number of such children 

““(q) Parent’s Insurance Annuity.—Each parent, sixty- 
five years of age or over, of a completely insured employee, 
who will have died leaving no widew and widow, no widower, 
and no child, shall be entitled, for life, or, if such parent 
remarries after the employee’s death, then until such re- 
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| marriage, to @® @mreity fer eseh month eqtal te one-half of 
2 the employee's basie amount a survivor's insurance annuity. 
3 ‘“(e) When there is more than one employee with re- 
+ spect to whose death @ parent or ehild is entitled te an an- 
5 sttty fer a mrenth, steh enatite shal be one-hatt of whiehever 
6 empleyvees baste amount is greatest fhe same two or more 
7 children are entitled to annutties for a month under sub- 
Ss section (Cc), any application of each such child shall be 
Q deemed to be filed with respect to the death of only that one 
QO of such employees from whom may be derived a_ survivor's 
insurance annuity for each child under subsection (c) in 
an amount equal to or in excess of that which may be derived 
from any other of such ¢ mployees. 

f) Lump-Sum Payment.—(1) Upon the death, on 
or after January 1, 1947, of a completely or partially in- 
6 sured employee who will have died leaving no +idew, ehHd- 
7 widow, widower, child, or parent who would on proper ap- 
18 plication therefor be entitled to receive an annuity under this 
19 section for the month in which such death occurred, there 
20 shall be paid a lump sum of eight times the employee's basic 
21 amount twelve times the survivor’s insurance annuity to the 
22 following person (or if more than one there shall be distri- 
23 buted among them) whose relationship to the deceased em- 
24 ployee will have been determined by the Board, and who 
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1 will have been living on the date of such determination: 
2 to the widow or widower of the deceased: or, if no such 
3 widow or widower be then living, to any child or children 
+ of the deceased and to any other person or persons who, 
5 under the intestacy law of the State where the deceased will 
6 have been domiciled, will have been entitled to share as 
7 distributees with such children of the deceased, in such 
8 proportions as is provided by such law; or, if no widow or 
9 widower and no such child and no such other person be then 
10 living, to the parent or parents of the deceased, in equal 
11 shares. Upon the death, on or after the first day of the 
12 month next following the month of enactment hereof, of a 
13. completely or partially insured employee who will have died 
14 leaving a widow, widower, child, or parent who would on 
15 proper application therefor be entitled to an annuity under 


16 this section for the month in which such death occurred, 
17 there shall be paid a lump sum of four times the survivor's 
18 insurance annutty to the person or persons in the order pro- 
19 vided in this paragraph. A person who is entitled to share 
20 as distributee with an above-named relative of the deceased 
21 shall not be precluded from receiving a payment under this 
22 paragraph by reason of the fact that no such named relative 
23 ~will have survived the deceased or of the fact that no such 
24 named relative of the deceased will have been living on the 
25 date of such determination. If none of the persons described 
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this paragraph be living on the date of such determina- 
tion, such amount shall be paid to any person or persons, 
equitably entitled thereto, to the extent and in the propor- 
tions that he or they shall -have paid the expenses of burial 
of the deceased. lf a lump sum of twelve times the su ors 

crance annuity would be payable to a wider- ehild- 
widow, widower, child, or parent under this paragraph ex- 
cept for the fact that a survivor will have been entitled to 
receive an annuity for the month in which the employee 
will have died, but within one year after the employee's 
death there will not have accrued to survivors of the « 


ployee, by reason of his death annuities which, after all 


deductions pursuant to paragraph (1) of subsection will 
have been made, are equal to seh Hisep sum; ezght times 
the survivor's insurance annuily, @ payment to any then 
surviving widew;, ehHdrern; widow, widower, children, or 
parents shall nevertheless be made under this paragraph 


equal to the amount by which seh himp sum eight tim 
the sur ior’s insurance annuity exceeds such annuities so 
accrued after such deductions. No payment shall be mad 
to any person under this paragraph, unless application 
therefor shall have been filed by or on behalf of any such 
person (whether or not legally competent), prior to the 
expiration of two years after the date of death of the de- 
ceased employee, except that if the deceased empliovee Is &a 
Page 32 
person to whom section 2 of the Act of March 7, 1942 
(56 Stat. 143, 144), is applicable such two years shall 
run from the date on which the deceased emplovee, pur 
suant to said Act, is determined to be dead, and for all 
purposes of this section such employee, so long as it does 
not appear that he is in fact alive, shall } 


be deemed to nave 
died on the date determined pursuant to said Act to be the 
date or presumptive date of death 

2) Whenever it shall appear, with respect to the 
death of an employee on or after January 1, 1947, that no 
benefits, or no further benefits, other than benefits payable 
to a widew er widow, widower, or parent upon attaining 
age sixty-five at a future date, will be payable under this 
section or, pursuant to subsection (k) of this section, under 
section 202 of the Social Security Act, as amended, there 
shall be paid to such person or persons as the deceased em- 
ployee may have designated by a writing filed with the Board 
prior to his or her death, or if there be no designation, to 
the person or persons in the order provided in paragraph 
(1) of this subsection or, in the absence of such person or 
persons, to his or her estate, a lump sum in an amount equal 
to the sum of 4 per centum of his or her compensation paid 
after December 31, 1936, and prior to January 1, 1947, 
and 7 per centum of his or her compensation after Decem- 
ber 31, 1946 (exclusive in both cases of compensation in 
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excess of $300 through the calendar year 1951 and $400 
thereafter for any month), minus the sum of all benefits 
paid to him or her, and to others deriving from him or her, 
during his or her life, or to others by reason of his or her 
death, under this Act and, pursuant to subsection (k) of 
this section, under section 202 of the Social Security Act, as 
amended: Provided, however, That if the employee is sur- 
vived by a widow er widow, widower, or parent who may 
upon attaining age sixty-five be entitled to further benefits 
under this section, or pursuant to subsection (k) of this 
section, under section 202 of the Social Security Act, as 
amended, such lump sum shall not be paid unless such 
widew er widow, widower, or parent makes and files with 
the Board an irrevocable election, in such form as the 
Board may prescribe, to have such lump sum paid in lieu 
of all benefits to which such widew er widow, widower, or 
parent might otherwise become entitled under this section or, 
pursuant to subsection (k) of this section, under section 202 
of the Social Security Act, as amended. Such election shall 
be legally effective according to its terms. Nothing in this 
section shall operate to deprive a widew er widow, widower, 
or parent making such election of any insurance benefits 
under section 202 of the Social Security Act, as amended, 
to which such widew er widow, widower, or parent would 
have been entitled bad this section not been enacted. The 
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term ‘benefits’ as used in this paragraph includes all annui- 
ties payable under this Act, lump sums payable under para- 
graph (1) of this subsection, and insurenee benefits and 
lump-sum payments under section 202 of the Social Security 
Act, as amended, pursuant to subsection (k) of this seetien- 
section, except that the deductions of the benefits paid pursuant 
to subsection (k) of this section, under section 202 of the 
Social Security Act, during the life of the employee to him 
or to her and to others deriving from him or her, shall be 
limited to such portions of such benefits as are payable solely 
by reason of the inclusion of service as an employee in 
‘employment’ pursuant to said subsection (k). 

“(o) Correlation of Payments.—(1) An_ individual, 
entitled on applying therefor to receive for a month before 
January 1, 1947, an insurance benefit under the Social 
Security Act on the basis of an employee’s wages, which 
benefit is greater in amount than would be an annuity 
for such individual under this section with respect to the 
death of such employee, shall not be entitled to such annuity. 
An individual, entitled on applying therefor to any annuity 
or lump sum under this section with respect to the death of 
an employee, shall not be entitled to a lump-sum death pay- 
ment or, for a month beginning on or after January 1, 1947, 
to any insurance benefits under the Social Security Act on the 
basis of the wages of the same employee. 
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S42) ~ awicew or ehild: otherwise entitled te an anmiite 
aader this seetion, shal be entitled only te that part of seek 
settee for a BHonth aehieh exeeeds the tett of Hie retirertent 
sta set Hist eetee beret Hider tie mee eet et bet 
te whieh steh widew or ehited would be entitled for sueh 


only te thet part of steh anmiity for a month whieh exeeeds 
the tetel of amy other saatity tider this seetion, retirement 
te whieh steh parent weld be entitled for sueh month on 

(2) If an individual is entitled to more than one an- 
nuity for a month under this section, such individual shall 
be entitled only to that one of such annuities for a month 
which is equal to or exceeds any other such annuity. If an 
individual is entitled to an annuity for a month under this 
section and is entitled, or would be so entitled on proper ap- 
plication therefor, for such month to an insurance be ne fit 
under section 202 of the Social Security Act, the annuity 
of such individual for such month under this section shall be 
only in the amount by which it exceeds such insurance bene- 
fit. If an individual is entitled to an annuity for a month 
‘under this section and also to a retirement annuity. the an- 
nuity of such individual for a month under this section shall 
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be only in the amount by which it exceeds such retirement 
annuity. 

“4h eset aed Misi -heettity Petal: Wher- 
mee mreeeesteditees tes Hie prterictntestis eof Elita seebterty tes ter setptittittese 


“(h) Maximum and Minimum Annuity Totals. 
Whenever according to the provisions of this section the 
total of annuities payable for a month with respect to the 
death of an employee, after any adjustment pursuant to sub- 
section (g) (2) and after any deductions under subsection 
(1), ts more than $40 and exceeds an amount equal to 2% 
times a survivor’s insurance annuity, such total of annuities 
shall, subject to the provisos in subsection (e) of section 3 


83931—51 3 
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and in subsections (a) and (b) of this section, be reduced 
proportionately to such amount or to $40, whichever is 
greater. Whenever according to the provisions of this sec- 
tion the total of annuities payable for a month with respect 
to the death of an employee is less than $20 such total shall, 
prior to any adjustment pursuant to subsection (g) (2) 
and prior to any deductions under subsection (i), be in- 
creased proportionately to $20. 

(i) Deductions from Annuities.—(1) Deductions shall 
be made from any payments under this section to which an 
individual is entitled, until the total of such deductions equals 
such individual’s annuity or annuities under this section for 
any month in which such individual— 

“(i) will have rendered compensated service within 
or without the United States to an employer; 

““Gi} wil heave rendered service for wages of net 
tenes tht Ady 

“(at) is under the age of seventy-five and will have 
earned more than $50 in ‘wages’ or will have been charged 
with more than $50 in ‘net earnings from self-employ- 
ment’; or 

‘HHH H @ ehild uader eic teed RE SHH A ettES 
ot tree ith Leer tetheed te stttetteh selioed peedtttebe teed the 
Prete dette thet ttthettettttee att dteee beet fertsibte: ep 

“tiv> (iit) if a widow otherwise entitled to an 
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annuity under subsection (b) will not have had in her 
care a child of the deceased employee entitled to receive 
an annuity under subsection (c); 

‘(2) The total of deductions for all events described in 
paragraph (1) occurring in the same month shall be limited 
to the amount of such individual’s annuity or annuities for 
that month. Such individual (or anyone in receipt of an 
annuity in his behalf) shall report to the Board the occur- 
rence of any event described in paragraph (1). 

(3) Deductions shall also be made from any payments 
under this section with respect to the death of an employee 
until such deductions total 

‘(i) any death benefit, paid with respect to the 
death of such employee, under sections 5 of the Retire- 
ment Acts (other than a survivor annuity pursuant to 
an election); 

‘(ii) any lump sum paid, with respect to the death 
of such employee, under title II of the Social Security 
Act, or under section 203 of the Social Security Act in 
force prior to the date of the Social Security Act Amend- 
ments of 1939; 

‘(iii) any lump sum paid to such employee under 
section 204 of the Social Security Act in force prior to 
the date of the enactment of the Social Security Act 
Amendments of 1939, provided such lump sum will not 
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previously have been deducted from any insurance bene- 
fit paid under the Social Security Act; and 

‘(iv) an amount equal to 1 per centum of any 
wages paid to such employee for services performed in 
1939, and subsequent to his attaining age sixty-five, with 
respect to which the taxes imposed by section 1400 of 
the Internal Revenue Code will not have been deducted 
by his employer from his wages or paid by such em- 
ployer, provided such amount will not previously have 
been deducted from any insurance benefit paid under 
the Social Security Act. 

‘‘(4) The deductions provided in this subsection shall be 
made in such amounts and at such time or times as the 
Board shall determine. Decreases or increases in the total of 
annuities payable for a month with respect to the death of an 
employee shall be equally apportioned among all annuities 
in such total. An annuity under this section which is not 
in excess of $5 may, in the discretion of the Board, be paid 
in a lump sum equal to its commuted value as the Board 
shall determine. 

“(j) When Annuities Begin and End.—No individual 
shall be entitled to receive an annuity under this section for 
any month before January 1, 1947. An application for 
any payment under this section shall be made and filed in 
such manner and form as the Board prescribes. An annuity 
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under this section for an individual otherwise entitled thereto 
shall begin with the month in which seeh individual fled 
eh eppleation fer steh anniity: Peorcded Phat sueh indi 
atetittes tHe shalt best with the fiest tenth fee ahieh 
he att otherwise have beer ertitted te peeeiee streh aeHite 
if ho ice aut Seamenvene peeve $0 Cie Gnd of Sie tONe meant 
immediately steeeedine steh menth- eligibility therefor was 
otherwise acquired, but not earlier than the jirst day of the 
sixth month before the month in which the pplication was 
filed. No application for an annuity under this section filed 
prior to three months before the first month for which the 
applicant becomes otherwise entitled to receive such annuity 
shall be accepted. No annuity shall be payable for the month 
in which the recipient thereof ceases to be qualified therefor. 

“(k) Provisions for Crediting Railroad Industry Serv- 
ice Under the Social Security Act in Certain Cases. l 
For the purpose of determining (7) insurance benefits under 
title Il of the Social Security Act to an employee who will 
have completed less than ten years of service and to others 
deriving from him or her during his or her life and with 
respect to his or her death, and lump-sum death payments 
with respect to the death of such employee, and (ii) insurance 
benefits with respect to the death of an employee who will have 
completed ten years of service which would begin to accrue 


on or after January 1, 1947, +6 ® widew, parent er stevie 
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ine ehitd; and with respect to lump-sum death payments 
under such title payable in relation to a death of such an 
employee occurring on or after such date and for the purposes 
of section 203 of that Act, section 15 of the Railroad Retire- 
ment Act of 1935, section 209 (b) (9) 210 4a} £10} of 
the Social Security Act, and section 17 of this Act shall 
not operate to exclude from ‘employment’, under title II of 
the Social Security Act, service which would otherwise be 
included in such ‘employment’ but for such sections. For 
such purpose, compensation paid in a calendar year shall, 
in the absence of evidence to the contrary, be presumed to 
have been paid in equal proportions with respect to all 
months in the year in which the employee will have been 
in services as an employee. Jn the application of the Social 
Security Act pursuant to this paragraph to service as an 
employee, all service as defined in section 1 (c) of this Act 
shall be deemed to have been performed within the United 
States. 

(2) Not later than January 1, 4960 1956, the Board 
and the Federal Security Administrator shall make a special 
joint report to the President to be submitted to Congress 
setting forth the experience of the Board in crediting wages 
toward awards and in administering the proviso in section 
3 (e) of this Act, and the experience of the See Seenrity 
Besaed Federal Security Administrator in crediting compen- 
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sation toward awards, and their recommendations for such 
legislative changes as #re deemed advisable for equitable dis- 
tetbtties of the fimeiad breeder of steh sarateds betareer the 
retirement seeotnt and the Federal Old Age and SHevivers 
dasurenee Feust Fund would be necessary to place the Federal 
Old Age and Survivors Insurance Trust Fund in the same 
position wn which it would have been if service as an employee 
after December 81, 1936, had been included in the term 
‘employment’ as defined in the Social Security Act and in 
the Federal Insurance Contributions Act. 

3) The Board and the Federal Security Administrator 
shall, upon request, supply each other with certified reports 
of records of compensation or wages and periods of service 
and of other records in their possession or which they may 
secure, pertinent to the administration of this section or 
title II of the Social Security Act as affected by paragraph 
(1). Such certified reports shall be conclusive in adjudica- 
tion as to the matters covered therein: Provided, That if the 
Board or the Federal Security Administrator receives evi- 
dence inconsistent with a certified report and the application 
involved is still in course of adjudication or otherwise open 
for such evidence, such recertification of such report shail 
be made as, in the judgment of the Board or the Federal 
Security Administrator, whichever made the original certi- 
fication, the evidence warrants. Such recertification and any 
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subsequent recertification shall be treated in the same manner 
and be subject to the same conditions as an original certifica- 
tion. 

““(1) Definitions.—For the purposes of this section the 


term ‘employee’ includes an individual who will have been 


an ‘employee’, and 


I The qualifications for Sider’: ‘ehid. ‘ux . 
‘widower’, ‘child’, and ‘parent’ shall be, except for th 
purposes of subseetion f), those set forth in seetio 2444 
4+ and fk 216 (c), (e) and (g), and section 262 44 

2 } 3 of the Social See rity Act, re Spt ctive yY; al i 
in addition 


‘4 @ Srideve shal heave been Heine with hee 
husband entpt 


eee at the time of his death 


a widow or ‘widows sha har heer ] ng 

with the emplo ee at the fin of ti em) 7 1 
a lower hall hav CCE d at least ne-half « } 
SUD DO from his fe ¢ mploy e at the time of he death 
ae hall have y at least 4 ia f I ' 

om his wife en WT at the ? } / j 
nuity o pension begar Fo the D ) f , 
b) and (1 1 t) of this section, the tern 
shall include a woman ho has been divorced from tl 
employee if she ‘ 1s the mother ¢ J ? ) lauaght 

z) legally adopted his son or daughter while she 

(Page 44 

married to him and while s h son or dauahte l u” 
the age of ( ightee nm, o7 ) was married to him at the 
time both of them leqally idopted a child under the age 
of ¢ ghteen; and f he received from the em ployee 
pursuant to agreement or court order at least one- 
half of her support at the time of the employe deat 
and the child in he care referred to n subsection h 
us the child described in clauses (A), (eB). and 
entitled to a survivor’s insurance annuity inder sub- 
section ( with respect to tne death of such employee: 


“c 


ii) a ‘child’ shall have been dependent upon its 
parent employee at the time of his death; shall not b 
adopted after such death by other than a step parent, 
grand pare nt, aunt or uncle; shall be unmarried; and 
less than eighteen years of age; and 

“dii) a ‘parent’ shel heave been ahel+ 
per and supperted at the time of his death by shall have 
received at least one-half of his support from the em- 
ployee to whom the relationship of ‘parent’ is claimed- 
ser Htotttls atthee dette + t447- 

A ‘widow’ or @ ‘eh ‘widower’ shall be deemed to have 

Deen se Haste at a dttebettd ae se deperdert thet te pereert 


living with the employee if the conditions set forth in section 
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209 (8) oF seetion 202 (e) (3) or (4) 216 (h) (2) or 
(3), whichever is applicable, of the Social Security Act; #e- 
speetively are fulfilled. A ‘child’ shall be deemed to have 
been dependent upon a parent if the conditions set forth in 
section 202 (d) (8), (4), or (5) of the Social Securitu 
Act are fulfilled (a partially insured mother being deemed 
currently insured). In determining for purposes of this 
section and subsection (g) of section 2 whether an applicant 
is the wife, husband, widow, ehid, er parent widower, child 
or parent of an employee as claimed, the rules set forth in 
section 209 + 216 (h) (1) of the Social Security Act shall 
be applied; 

(2) The term ‘retirement annuity’ shall mean an 
annuity under section 2 awarded before or after its amend- 
ment but not including an annuity to a survivor pursuant to 
an election of a joint and survivor annuity; and the term 
‘pension’ shall mean a pension under section 6; 

(3) The term ‘quarter of coverage’ shall mean a com- 
pensation quarter of coverage or a wage quarter of coverage, 
and the term ‘quarters of coverage’ shall mean compensation 
quarters of coverage, or wage quarters of coverage, or both: 
Provided, That there shall be for a single employee no more 
than four quarters of coverage for a single calendar year; 

““(4) The term ‘compensation quarter of coverage’ shall 
mean any quarter of coverage computed with respect to 
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compensation paid to an employee after 1936 in accordance 
with the following table: 


Total compensation paid in the calendar year 


Months of serv- - 7 . _—— 
ice in a calendar $100 but $150 but 


year Less than $50 bas Dees leas than lem than $200 or 

$50 than $100 $150 $200 more 
TS island . 0 | 1 1 1 l 
4-6 0 1 2 2 2 
Weiss 0 | 1 2 3 3 
10-12... 0 1 2 3 4 


If upon computation of the compensation quarters of coverage 
in accordance with the above table an employee is found to 
lack a completely or partially insured status which he would 
have if compensation paid in a calendar year were presumed 
to have been paid in equal proportions with respect to all 
months in the year in which the employee will have been 
in service as an employee, such presumption shall be made. 

“(5) The term ‘wage quarter of coverage’ shall mean 
any quarter of coverage determined in accordance with the 
provisions of title II of the Social Security Act; 

“(6) The term “wages” shall mean wages as defined in 
section 209 4 of the Social Security Act, and, in addition 
(t) ‘self-employment income’ as defined in section 211 (b) 
of that Act and (ii) wages deemed to have been paid under 
section 217 (a) of that Act on account of military service 
which is not creditable under section 4 of this Act; 

“(7) An employee will have been ‘completely insured’ 
if it appears to the satisfaction of the Board that at the time 
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of his death, whether before or after the enactment of this 
section, he will have completed ten years of service and will 
have had the qualifications set forth in any one of the fol- 
lowing paragraphs: 

“(j) a eurrent connection with the railroad indus- 
try; and a number of quarters of coverage, not less than 
six, and at least equal to one-half of the number of 
quarters, elapsing in the period after 1936, or after the 
quarter in which he will have attained the age of 
twenty-one, whichever is later, and up to but excluding 
the — in which he will have attained the age of 
sixty-five years or died, whichever will first have oc- 
curred (exe pading from the elapsed quarters any quarter 
which is not a quarter of coverage and during any part 
of which a retirement annuity will have been payable to 
him); and if the number of such elapsed quarters is an 
odd number such number shall be reduced by one; or 

“(ii) a current connection with the railroad indus- 
try; and forty or more quarters of coverage; or 

“(ii) a pension will have been payable to him; or 
a retirement annuity based on service of not less an ten 
years (as computed in awarding the annuity) will have 
begun to accrue to him before 1948; 

(8) An employee will have been ‘partially insured’ 
at the time of his death, whether before or after the enact- 
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ment of this section, if it appears to the satisfaction of the 
Board that at the time ef his death; whether before or after 
the ensetment of this seetion he he will have completed ten 
years of service and will have had (i) a current connection 
with the railroad industry; and (ii) six or more quarters of 
coverage in the period beginning with the third estendar 
year next preceding the year in whieh he will have died and 
ete eH tte qttetet Head peeeeedioe thre etttreter tap abitedt 
he wil have died ending with the quarter in which he will 
have died or in which a retirement annuity will have begun 
to accrue to him and beginning with the third calendar year 
next preceding the year in which such event occurs; 

““(9) An employee’s ‘average monthly remuneration’ 
shall mean the quotient obtained by dividing (A) the sum of 
() the compensation end weges paid to him after 1936 and 
before the quarter in which he will have died, eliminating 
for any single ealendear year, from compensation, any excess 
over $300 for any calendar month i steh eH: ond feettt 
by through 1951, and any excess over $400 fet any 
calendar month after 1951, and (ii) if such compensa- 
tion for any calendar year is less than $3,600 and 
the average monthly remuneration computed on compen- 
sation alone is less than $300 and the employee has earned 
in such calendar years ‘wages’ as defined in paragraph 
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(6) hereof, such wages, in an amount not to exceed the 
difference between the compensation for such year and 
$3,600 by (B) three times the number of quarters elapsing 
after 1936 and before the quarter in which he will have 
died: Provided, That for the period prior to and including 
the calendar year in which he will have attained the age of 
twenty-two there shall be included in the divisor not more 
than three times the number of quarters of coverage in such 
period: Provided further, That there shall be excluded from 
the divisor any calendar quarter which is not a quarter of 
coverage and during any part of which a retirement annuity 


will have been payable to him: And provided further, That 
if the exclusion from the divisor of all quarters after the first 
quarte nt u hich the CIN PLOY EE was completely insured and 


had attained the age of sixty-five and the exclusion from the 
vs : 


. } 
dividend of all compensation and wages with respect to such 


quarte s would é na higher average monthly remunera- 
tion, such qd iarters, compensation and wages shall be SO 
excluded. 


“With respect to an employee who will have been 
awarded a retirement annuity, the term ‘compensation’ shall, 
for the purposes of this paragraph, mean the compensation on 
which such annuity will have been based; 

“(10) The term -basie ameunt ‘survivor's insurance 
annuity’ shall mean 
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“(j) for an employee who will have been partially 
insured, or completely insured solely by virtue of para- 
graph (7 i) or (7) (ii) or both: the sum of (A) 
40 per centum of his average monthly remuneration, 
up to and including $6 $100; plus (B) 10 per centum 
of such average monthly remuneration exceeding $76 
$100 and up to and including $260 $400 if wages are 
not included in the average monthly remuneration, or 
S3S00 if wages are included, plus (C) + per eet HH tt 
the stm ef (45> phis 43+ mrttiplied by the mtaber of 
years after +066 im ereh of whieh the eompensetion; 
wees; or beth paid te him wil heave been eqtal te 
$200 or more $1 for each of his years of service after 
1936; if the basie ametat survivor's insurance annuity, 
thus computed, is less than $40 $20 it shall be increased 
to $46 $20; 

“(ii) for an employee who will have been com- 
pletely insured solely by virtue of paragraph 7 (iii): 
the sum of 40 per centum of his monthly compensation 
if an annuity will have been payable to him, or, if a pen- 
sion will have been payable to him, 40 per centum of the 
average monthly earnings on which such pension was 
computed, up to and including $% $100, plus 10 per 
centum of such compensation or earnings exceeding $76 
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$/00 and up to and ineluding $266 $300. If the aver- 
age monthly earnings on which a pension payable to him 
was computed are not ascertainable from the records in 
the possession of the Board, #he amen+ ert titted Heder 
this su bdeisiorn shal be £$232-22 the survivor’s insurance 
annuity shall be 835, except that if the pension pavable 
to him was less than #24; steh amet $95, the sur- 
vpivor’s insurance annuity shall be feue-thieds of the 
amount of the pension or $4+8-48 $15, whichever is 
greater. The term ‘monthly compensation’ shall, for the 
purposes of this subdivision, mean the monthly compen- 
sation used in computing the annuity; 

iii) for an employee who will have been com- 


pletely insured under paragraph (7) (iii) and either 
7) i) or (7) (ii): the higher of the two amounts 
computed in accordance with subdivisions (i) and (ii 

* k * * ‘ 


“SOCIAL SECURITY ACT 


“Sec. 17. The term ‘emplovment,’ as defined in s#b- 
seetion +b} ef section 210 of title II of the Social Seeurity 
Act, shall not include service performed by an individual as 
an employee as defined in section 1 (b 

* ok + « * 
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RAILROAD RETIREMENT TAX ACT! 


SEC. 1500. RATE OF TAX. 

In addition to other taxes, there shall be levied, eol- 
lected, and paid upon the income of every emplovee a tax 
equal to the following percentages of so much of the com- 
pensation, paid to such employee after December 31, 1946, 
for services rendered by him after such date, as is not in 
excess of $860 $400 for any calendar month: 

1. With respect to compensation paid during: the 
calendar years 1947 and 1948, the rate shall be 5% 
percent; 

2. With respect to compensation paid during the 
calendar vears 1949, 1950, and 1951, the rate shall be 
6 percent; 

3. With respect to compensation paid after Decem- 
ber 31, 1951, the rate shall be 6% percent. 

SEC, 1501. DEDUCTION OF TAX FROM COMPENSATION. 

(a) REQUIREMENT.—The tax imposed by section 1500 
shall be collected by the employer of the taxpayer by de- 
ducting the amount of the tax from the compensation of 
the employee as and when paid. If an employee is paid 
compensation after December 31, 1946, by more than one 
employer for services rendered during any calendar month 
after 1946 and the aggregate of such compensation is in 





1 The amendments which the bill proposes to the Railroad Retirement Tax Act 
would apply only with respect to compensation paid after December 31, 1951. 
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excess of $600 $400, the tax to be deducted by each em- 
ployer other than a subordinate unit of a national railway- 
labor-organization employer from the compensation paid by 
him to the employee with respect to such month shall be that 
proportion of the tax with respect to such compensation paid 
by all such employers which the compensation paid by him 
after December 31, 1946, to the employee for services ren- 
dered during such month bears to the total compensation 
paid by all such employers after December 31, 1946, to 
such employee for services rendered during such month; 
and in the event that the compensation so paid by such 
employers to the employee for services rendered during such 
month is less than $600 $400, each subordinate unit of a na- 
tional railway-labor-organization employer shall deduct such 
proportion of any additional tax as the compensation paid 
by such employer after December 31, 1946, to such employee 
for services rendered during such month bears to the total 
compensation paid by all such employers after December 31, 
1946, to such employee for services rendered during such 
month. 

* * +. * * 


SEC. 1510. RATE OF TAX. 


In addition to other taxes, there shall be levied, col- 
lected, and paid upon the income of each employee repre- 
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sentative a tax equal to the following percentages of so much 
of the compensation paid to such employee representative 
after December 31, 1946, for services rendered by him after 
such date, as is not in excess of $690 $400 for any calendar 
month: 

1. With respect to compensation paid during the 
calendar years 1947 and 1948, the rate shall be 11% per 
centum; 

2. With respect to compensation paid during the 
calendar years 1949, 1950, and 1951, the rate shall be 
12 per centum; 

3. With respect to compensation paid after Decem- 
ber 31, 1951, the rate shall be 1244 per centum. 

* * * * * 


SEC. 1520. RATE OF TAX. 


In addition to other taxes, every employer shall pay an 
excise tax, with respect to having individuals in his employ, 
equal to the following percentages of so much of the com- 
pensation, paid by such employer after December 31, 1946, 
for services rendered to him after December 31, 1936, as 
is, with respect to any employee for any calendar month, 
not in excess of $800 $400: Provided, however, That if an 
employee is paid compensation after December 31, 1946, 
by more than one employer for services rendered during any 
calendar month after 1936, the tax imposed by this section 
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shall apply to not more than $800 $400 of the aggregate 
compensation paid to such employee by all such employers 
after December 31, 1946, for services rendered during sucl 
month, and each employer other than a subordinate unit of 
a national railway-labor-organization employer shall be liable 
for that proportion of the tax with respect to such com- 
pensation paid by all such employers which the compensa- 
tion paid by him after December 31, 1946, to the employee 
for services rendered during such month bears to the total com- 
pensation paid by all such employers after December 31, 1946, 
to such employee for services rendered during such month; 
and in the event that the compensation so paid by such 
employers to the employee for services rendered during such 
month is less than $800 $400, each subordinate unit of a 
national railway-labor-organization employer shall be liable 
for such proportion of any additional tax as the compensa- 
tion paid by such employer after December 31, 1946, to 
such employee for services rendered during such month 
bears to the total compensation paid by all such employers 
after December 31, 1946, to such employee for services 
rendered during such month: 

1. With respect to compensation paid during the 
calendar years 1947 and 1948, the rate shall be 53 
percent: 

2. With respect to compensation paid during the 
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calendar years 1949, 1950, and 1951, tke rate shall 
be 6 percent; 

3. With respect to compensation paid after Decem- 
ber 31, 1951, the rate shall be 6% percent. 
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COMPARATIVE PRINT 


(S. 1353) 


Showing the changes which S. 1353, introduced April 18, 1951, 
proposes to make in the Railroad Retirement Act of 1937, as 
amended, and in the Railroad Unemployment Insurance Act, as 


amended. 
In t print 
Roman type represents present law in which no change is proposed by S. 1353. 
Line type represents present law proposed to be stricken out by 8. 1353 
Italic type represents Matter in 5. 1353 not contained in present law. 
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RAILROAD RETIREMENT ACT OF 1937, AS 
AMENDED 


*"DEFINITIONS 


“Section 1. For the purposes of this Act 

a) The term ‘employer’ means any carrier (as de- 
fined in subsection (m) of this section), and any company 
which is directly or indirectly owned or controlled by one 
or more such carriers or under common control therewith 
and which operates any equipment or facility or performs 

(Page 2) 

any service (except trucking service, casual service, and 
the casual operation of equipment or facilities) in con- 
nection with the transportation of passengers or property by 
railroad, or the receipt, delivery, elevation, transfer in transit, 
refrigeration or icing, storage, or handling of property trans- 
ported by railroad, and any receiver, trustee, or other in- 
dividual or body, judicial or otherwise, when in the posses- 
sion of the property or operating all or any part of the 
business of any such employer: Provided, however, That 
the term ‘employer’ shall not include any street, interurban, 
or suburban electric railway, unless such railway is operat- 
ing as a part of a general steam-railroad system of trans- 
portation, but shall not exclude any part of the general 
steam-railroad system of transportation now or hereafter 
operated by any other motive power. ‘The Interstate Com- 
merce Commission is hereby authorized and directed upon 
request of the Board, or upon complaint of any party in- 
terested, to determine after hearing whether any line op- 
erated by electric power falls within the terms of this pro- 
viso. The term ‘employer’ shall also include railroad 
associations, traffic associations, tariff bureaus, demurrage 
bureaus, weighing and inspection bureaus, collection agencies 
and other associations, bureaus, agencies, or organizations 
controlled and maintained wholly or principally by two or 
more employers as hereinbefore defined and engaged in the 
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performance of services in connection with or incidental to 
railroad transportation; and railway labor organizations, 
national in scope, which have been or may be organized in 
accordance with the provisions of the Railway Labor Act, 
as amended, and their State and National legislative com- 
mittees and their general committees and their insurance 
departments and their local lodges and divisions, established 
pursuant to the constitution and bylaws of such organiza- 
tions. The term ‘employer’ shall not include any compar 
by reason of its being engaged in the mining of coal, the 
supplying of coal to an employer where delivery is not 
bevond the mine tipple, and the operation of equipment OI! 
facilities therefor, or in any of such activities. 

“(b) The term ‘employee’ means (1) any individual 
in the service of one or more employers for compensation, 
(2) any individual who is in the employment relation to 
one or more employers, and (3) an employee representative. 
The term ‘employee’ shall include an employee of a local 
lodge or division defined as an employer in subsection (a) 
only if he was in the service of or in the employment rela- 
tion to a carrier on or after the enactment date. The term 
‘employee representative’ means any Officer or official repre- 
sentative of a railway labor organization other than a labor 
organization included in the term ‘employer’ as defined in 
section 1 (a) who before or after the enactment date was in 
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the service of an employer as defined in section 1 (a) and 
who is duly authorized and designated to represent em 
ployees in accordance with the Railway Labor Act, as 
amended, and any individual who is regularly assigned to 
or regularly employed by such officer or official representative 
in connection with the duties of his office. 

“The term ‘employee’ shall not include any individual 
while such individual is engaged in the physical operations 
consisting of the mining of coal, the preparation of coal, the 
handling (other than movement by rail with standard rail- 
road locomotives) of coal not beyond the mine tipple, or the 
loading of coal at the tipple. 

‘‘(c) An individual is in the service of an employer 
whether his service is rendered within or without the United 
States if (i) he is subject to the continuing authority of the 
employer to supervise and direct the manner of rendition of 
his service, or he is rendering professional or technical serv- 
ices and is integrated into the staff of the employer, or he is 
rendering, on the property used in the employer’s opera- 
tions, other personal services the rendition of which is in- 
tegrated into the employer’s operations, and (ii) he renders 
such service for compensation, or a method of computing the 
monthly compensation for such service is provided in section 
3 (c): Promded, however, That an individual shall be 
deemed to be in the service of an employer, other than a local 
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lodge or division or a general committee of a railway-labor- 
organization employer, not conducting the principal part of its 
business in the United States only when he is rendering 
service to it in the United States; and an individual shall be 
deemed to be in the service of such a local ledge or division 
only if (1) all, or substantially all, the individuals constitut- 
ing its membership are employees of an employer conducting 
the principal part of its business in the United States; or (2) 
the headquarters of such local lodge or division is located in 
the United States; and an individual shall be deemed to be in 
the service of such a general committee only if (1) he is 
representing a local lodge or division described in clauses (1) 
or (2) immediately above; or (2) all, or substantially 
all, the individuals represented by it are employees of an 
employer conducting the principal part of its business in the 
United States; or (3) he acts in the capacity of a general 
chairman or an assistant general chairman of a general com- 
mittee which represents individuals rendering service in the 
United States to an employer, but in such case if his office or 
headquarters is not located in the United States and the in- 
dividuals represented by such general committee are em- 
ployees of an employer not conducting the principal part of 
its business in the United States, only such proportion of 
the remuneration for such service shall be regarded as com- 
pensation as the proportion which the mileage in the United 
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States under the jurisdiction of such general committee bears 
to the total mileage under its jurisdiction, unless such mileage 
formula is inapplicable, in which case the Board may pre- 
scribe such other formula as it finds to be equitable, and if 
the application of such mileage formula, or such other for- 
mula as the Board may prescribe, would result in the com- 
pensation of the individual being less than 10 per centum of 
his remuneration for such service no part of such remunera- 
tion shall be regarded as compensation: Provided further, 
That an individual not a citizen or resident of the United 
States shall not be deemed to be in the service of an em- 
ployer when rendering service outside the United States to 
an employer who is required under the laws applicable in the 
place where the service is rendered to employ therein, in 
whole or in part, citizens or residents thereof; and the laws 
applicable on August 29, 1935, in the place where the service 
is rendered shall be deemed to have been applicable there at 
all times prior to that date. 

““(d) An individual shall be deemed to have been in the 
employment relation to an employer on the enactment date 
if (i) he was on that date on leave of absence from his 
employment, expressly granted to him by the employer by 
whom he was employed, or by a duly authorized representa- 
tive of such employer, and the grant of such leave of absence 
will have been established to the satisfaction of the Board 
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before July 1947; or (ii) he was in the service of an 
employer after the enactment date and before January 1946 
in each of six calendar months, whether or not consecutive; 
or (iii) before the enactment date he did not retire and was 
not retired or discharged from the service of the last employer 
by whom he was employed or its corporate or operating 
successor, but (A) solely by reason of his physical or 
mental disability he ceased before the enactment date to 
be in the service of such employer and thereafter remained 
continuously disabled until he attained age sixty-five or until 
August 1945 or (B) solely for such last stated reason an 
employer by whom he was employed before the enactment 
date or an employer who is its successor did not on or after 
the enactment date and before August 1945 call him to 
return to service, or (C) if he was so called he was solely 
for such reason unable to render service in six calendar 
months as provided in clause (ii); or (iv) he was on the 
enactment date absent from the service of an employer by 
reason of a discharge which, within one year after the 
effective date thereof, was protested, to an appropriate labor 
representative or to the employer, as wrongful, and which 
was followed within ten years of the effective date thereof 
by his reinstatement in good faith to his former service with 
all his seniority rights: Provided, That an individual shall 
not be deemed to have been on the enactment date in the 
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employment relation to an employer if before that date he 
was granted a pension or gratuity on the basis of which a 
pension was awarded to him pursuant to section 6, or if 
during the last pay-roll period before the enactment date in 
which he rendered service to an employer he was not in the 
service of an employer, in accordance with subsection (c), 
with respect to any service in such pay-roll period, or if he 
could have been in the employment relation to an employer 
only by reason of his having been, either before or after 
the enactment date in the service of a local lodge or division 
defined as an employer in section 1 (a). 

“(e) The term ‘United States’, when used in a geo- 
graphical sense, means the States, Alaska, Hawaii, and the 
District of Columbia. 

‘“(f) The term ‘years of service’ shall mean the number 
of years an individual as an employee shall have rendered 
service to one or more employers for compensation or re- 
ceived remuneration for time lost, and shall be computed in 
accordance with the provisions of section 3 (b): Provided, 
however, That where service prior to the enactment date 
may be included in the computation of years of service as 
provided in subdivision (1) of section 3 (b), it may be 
included as to service rendered to a person which was on the 
enactment date an employer, irrespective of whether, at the 
time such service was rendered, such person was an em- 
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ployer; and it may also be included as to service rendered to 
any express company, sieeping-car company, or carrier by 
railroad which was a predecessor of a company which, on 
the enactment date, was a carrier as defined in subsection 
mi), irrespective of whether, at the time such service was 
rendered to such predecessor, it was an employer; it may 
also be included as to service rendered to a person not an 
employer in the performance of operations involving the use 
of standard railroad equipment if such operations were per- 
formed by an employer on the enactment date. Twelve 
calendar months, consecutive or otherwise, in each of which 
an employee has rendered such service or received such 
wages for time lost, shall constitute a year of service. Ulti- 
mate fractions shall be taken at their actual value, except 
that if the individual will have had not less than fifty-four 
months of service, an ultimate fraction of six months or more 
shall be taken as one year. 

g) The term ‘annuity’ means a monthly sum which is 
payable on the Ist day of each calendar month for the accrual 


during the preceding calendar month. 
“(h) The term ‘compensation’ means any form of money 


remuneration paid to an individual for services rendered as 
an emplovee to one or more emplovers, or as an emplovee 
representative, including remuneration paid for time lost 
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as an employee, but remuneration paid for time lost shall 
be deemed earned in the month in which such time is lost. 
Such term does not include tips, or the voluntary payment 
by an employer, without deduction from the remuneration 
of the employee, of any tax now or hereafter imposed with 
respect to the compensation of such employee. For the pur- 
pose of determining monthly compensation and years of 
service and for the purposes of subsections (a), (c), and 
(d) of section 2 and subsection (a) of section 5 of this Act, 
compensation earned in the service of a local lodge or division 
of a railway-labor-organization employer shall be disregarded 
with respect to any calendar month if the amount thereof is 
less than $3 and (1) such compensation is earned between 
December 31, 1936, and April 1, 1940, and taxes thereon 
pursuant to section 2 (a) and 3 (a) of the Carriers Taxing 
Act of 1937 or sections 1500 and 1520 of the Internal Reve- 
nue Code are not paid prior to July 1, 1940 or (2) such 
compensation is earned after March 31, 1940. A payment 
made by an employer to an individual through the em- 
ployer’s pay roll shall be presumed, in the absence of evidence 
to the contrary, to be compensation for service rendered by 
such individual as an employee of the employer in the period 
with respect to which the payment is made. An employee 
shall be deemed to be paid, ‘for time lost’ the amount he is 
paid by an employer with respect to an indentifiable period 
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of absence from the active service of the employer, including 
absence on account of personal injury, and the amount he 
is paid by the employer for loss of earnings resulting from 
his displacement to a less remunerative position or occupa- 
tion. If a payment is made by an employer with respect 
to a personal injury and includes pay for time lost, the total 
mde shall be deemed to be paid for time _ unless, at 
the time of payment, a part of such payment is specifically 
apportioned to factors other than time lost, in which event 
only such part of the payment as is not so apportioned shall 
be deemed to be paid for time lost. Compensation earned in 
any calendar month before 1947 shall be deemed paid in such 
cncmth regardless of whether or when payment will have 
been in fact made, and compensation earned - any calendar 
year after 1946 but paid after the end of such calendar year 
shall be deemed to be compensation paid in the calendar year 
in which it will have been earned if it is so reported by the 
employer before February 1 of the next succeeding calendar 
year or, if the employee establishes, subject to the provisions 
of section 8, the period during which such compensation will 
have been earned. In determining the monthly compensa- 
tion, the average monthly remuneration, and quarters of 
coverage of any employee, there shall be attributable as 
compensation paid to him in each calendar month in which 
he is in military service creditable under section 4 the 
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amount of $160 in addition to the compensation, if any, 
paid to him with respect to such month. 

“(i) The term ‘Board’ means the Railroad Retirement 
Board. 

“(j) The term ‘enactment date’ means the 29th of 
August 1935. 

‘(k) The term ‘company’ includes corporations, asso- 
ciations, and joint-stock companies. 

“(l) The term ‘employee’ includes an officer of an 
employer. 

“(m) The term ‘carrier’ means an express company, 
sleeping-car company, or carrier by railroad, subject to part 
I of the Interstate Commerce Act. 

“‘(n) The term ‘person’ means an individual, a_part- 
nership, an association, a joint-stock company, or a corpora- 
tion. 

**(o) An individual shall be deemed to have ‘a current 
connection with the railroad industry’ at the time an annuity 
begins to accrue to him and at death if, in any thirty consec- 
utive calendar months before the month in which an annuity 
under section 2 begins to accrue to him (or the month in 
which he dies if that first occurs), he will have been in 
service as an employee in not less than twelve calendar 
months and, if such thirty calendar months do not immedi- 
ately precede such month, he will not have been engaged in 
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any regular employment other than employment for an 
employer in the period before such month and after the end 
of such thirty months. For the purposes of section 5 only, 
an individual shall be deemed also to have a ‘current con- 
nection with the railroad industry’ if he is in all other respects 
completely insured but would not be fully insured under the 
Social Seeurity Act, or if he is in all other respects partially 
insured but would be neither fully nor currently insured 
under the Social Security Act, or if he has no wage quarters 
of coverage. 

“(p) The terms ‘quarter’ and ‘calendar quarter’ shall 
mean a period of three calendar months ending on March 31, 
June 30, September 30, or December 31. 


* * * * * 


“COMPUTATION OF ANNUITIES 


“Sec. 3. (a) The annuity shall be computed by multi- 
plying an individual’s ‘years of service’ by the following 
percentages. of his ‘monthly compensation’: 240 3 per 
centum of the first $50; +80 2.25 per centum of the next 
$100; and +20 1.50 per centum of the next $150. 

b) The ‘years of service’ of an individual shall be 
determined as follows 

1) In the case of an individual who was an employee 
on the enactment date, the years of service shall include all 
his service subsequent to December 31, 1936, and if the total 
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number of such vears is less than thirty, then the vears of 
service shall also include his service prior to January 1, 1937, 


but not so as to make his total years of service exceed thirty: 
Provided, however, That with respect to any such individual 
who rendered service to any employer after January 1, 1937, 
and who on the enactment date was not an employee of an 
employer conducting the principal part of his business in the 
United States no greater proportion of his service rendered 
prior to January 1, 1937, shall be included in his ‘years of 
service’ than the proportion which his total compensation 
including compensation in any month in excess of $300) 
for service after January 1, 1937, rendered anywhere to 
an employer conducting the principal part of its business in 
the United States or rendered in the United States to any 
other employer bears to his total compensation (including 
compensation in any month in excess of $300) for service 
rendered anywhere to an employer after January 1, 1937. 
(2) In all other cases, the years of service shall in- 
clude only the service subsequent to December 31, 1936. 
“(3) Where the years of service include only part of 
the service prior to January 1, 1937, the part included shall 
be taken in reverse order beginning with the last calendar 
month of such service. 
1) In no case shall the years of service include any 
service rendered after June 30, 1937, and after the end of 
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the calendar year in which the individual attains the age 
of sixty-five. 
“MONTHLY COMPENSATION 


“‘(c) The ‘monthly compensation’ shall be the average 
compensation paid to an employee with respect to calendar 
months included in his ‘years of service’, except (1) that 
with respect to service prior to January 1, 1937, the monthly 
compensation shall be the average compensation paid to an 
employee with respect to calendar months included in his 
years of service in the vears 1924-1931, and (2) the 
amount of compensation paid or attributable as paid to him 
with respect to each month of service before September 1941 
as a station employee whose duties consisted of or included 
the carrying of passengers’ hand baggage and otherwise 
assisting passengers at passenger stations and whose re- 
muneration for service to the employer was, in whole or 
in substantial part, in the forms of tips, shall be the monthly 
average of the compensation paid to him as a station em- 
ployee in his months of service in the period September 
1940—-August 1941: Provided, however, That where service 
in the period 1924-1931 in the one case, or in the period 
September 1940—August 1941 in the other case, is, in the 
judgment of the Board, insufficient to constitute a fair and 
equitable basis for determining the amount of compensation 
paid or attributable as paid to him in each month of service 
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before 1937, or September 1941, respectively, the Board 
shall determine the amount of such compensation for each 
such month in such manner as in its judgment shall be fair 
and equitable. In computing the monthly compensation, no 
part of any month’s compensation in excess of $300 shall 


be recognized. 

““(d) The annuity of an individual who shall have been 
an employee representative shall be determined in the same 
manner and with the same effect as if the employee organ- 
ization by which he shall have been employed were an 
employer. 

“‘(e) In the case of an individual having a current con- 
nection with the railroad industry and not less than five 
years of service, the minimum annuity payable shall, before 
any reduction pursuant to subsection 2 (a) (3), be which- 
ever of the following is the least: (1) $8-60 $4.50 multi- 
plied by the number of his years of service; or (2) $60 $75; 
or (3) his monthly compensation. 

“(f) Annuity payments which will have become due 
an individual but will not yet have been paid at death shall 
be paid to the same individual or individuals who, in the 
event that a lump sum will have become payable pursuant 
to section 5 hereof upon such death, would be entitled to 
receive such lump sum, in the same manner as, and subject 
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to the same limitations under which, such lump sum would 
be paid, except that, as determined by the Board, first, 
brothers and sisters of the deceased, and if there are none 
such, then grandchildren of the deceased, if living on the 
date of the determination, shall be entitled to receive pay- 
ment prior to any payment being made for reimbursement 
of burial expenses. If there be no individual to whom pay- 
ment can thus be made, such annuity payments shall escheat 
to the credit of the Railroad Retirement Account. 

‘(g) No annuity shall accrue with respect to the calen- 
dar month in which an annuitant dies. 

‘“‘(h) After an annuity has begun to accrue, it shall not 
be subject to recomputation on account of service rendered 
thereafter to an employer, except as provided in subdivision 


3 of section 2 (a 
““(i) If an annuity is less than $2.50, it may, in the discre- 


tion of the Board, be paid quarterly or in a lump sum equal 
to its commuted value as determined by the Board. 


* * * * * 


““ANNUITIES AND LUMP SUMS FOR SURVIVORS 


“Sec. 5. (a) Widow’s Insurance Annuity.—A widow 
of a completely insured employee, who will have attained 
the age of sixty-five, shall be entitled during the remainder 
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of her life or, if she remarries, then until remarriage to an 
annuity for each month equal to three-fourths of such em- 
ployee’s basic amount. 

‘“(b) Widow’s Current Insurance Annuity.—A widow 
of a completely or partially insured employee, who is not 
entitled to an annuity under subsection (a) and who at the 
time of filing an application for an annuity under this sub- 
section will have in her care a child of such employee en- 
titled to receive an annuity under subsection (c) shall be 
entitled to an annuity for each month equal to three-fourths 
of the employee’s basic amount. Such annuity shall cease 
upon her death, upon her remarriage, when she becomes 
entitled to an annuity under subsection (a), or when no 
child of the deceased employee is entitled to rezeive an 
annuity under subsection (¢), whichever occurs first. 

‘(e) Child’s Insurance Annuity.—Every child of an 
employee who will have died completely or partially insured 
shall be entitled, for so long as such child lives and meets the 
qualifications set forth in paragraph (1) of subsection (I), 
to an annuity for each month equal to one-half of the em- 
ployee’s basic amount. 

“‘(d) Parent’s Insurance Annuity.—Each parent, sixty- 
five years of age or over, of a completely insured employee, 
who will have died leaving no widow and no child, shall 
be entitled, for life, or if such parent remarries after the 
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employee’s death, then until such remarriage, to an annuity 
for each month equal to one-half of the employee’s basic 
amount. 

““(e) When there is more than one employee with re- 
spect to whose death a parent or child is entitled to an an- 
nuity for a month, such annuity shall be one-half of whichever 
employee’s basic amount is greatest. 

“(f) Lump-Sum Payment. 1) Upon the death, on 
or after January 1, 1947, of a completely or partially in- 
sured employee who will have died leaving no widow, child, 
or parent who would on proper application therefor be en- 
titled to receive an annuity under this section for the month in 


which such death occurred, there shall be paid a lump sum of 
eight times the employee’s basic amount to the following per- 
son (or if more than one there shall be distributed among 
them) whose relationship to the deceased employee will have 
been determined by the Board, and who will have been 
living on the date of such determination: to the widow or 
widower of the deceased: or, if no sueh widow or widower 
be then living, to any child or children of the deceased and 
to any other person or persons who, under the intestacy 
law of the State where the deceased will have been domiciled, 
will have been entitled to share as distributees with such 
children of the deceased, in such proportions as is provided 
by such law; or, if no widow or widower and no such 
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child and no such other person be then living, to the parent 
or parents of the deceased, in equal shares. A person who 
is entitled to share as distributee with an above-named rela- 
tive of the deceased shall not be precluded from receiving 
a payment under this paragraph by reason of the fact that 
no such named relative will have survived the deceased or 
of the fact that no such named relative of the deceased will 
have been living on the date of such determination if 
none of the persons described in this paragraph be living 
on the date of such determination, such amount shall be paid 
to any person or persons, equitably entitled thereto, to the 
extent and in the proportions that he or they shail have 
paid the expenses of burial of the deceased. If a lump sum 
would be payable to a widow, child, or parent under this 
paragraph except for the fact that a survivor will have been 
entitled to receive an annuity for the month in which t 
employee will have died, but within one year after t 
employee’s death there will not have acerued to survivors 
of the employee, by reason of his death annuities which, after 
all deductions pursuant to paragraph (1) of subsection (i 
will have been made, are equal to such lump sum, a payment 
to any then surviving widow, children, or parents shall never- 
theless be made under this paragraph equal to the amount by 
which such lump sum exceeds such annuities so accrued after 
such deductions. No payment shall be made to any person 
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under this paragraph, unless application therefor shall have 
2 been filed, by or on behalf of any such person (whether 
3 or not legally competent), prior to the expiration of two 
4 years after the date of death of the deceased employee, 
5» except that if the deceased employee is a person to whom 
> section 2 of the Act of March 7, 1942 (56 Stat. 148, 144), 
7 is applicable such two years shall run from the date on which 
8 the deceased employee, pursuant to said Act, is determined 
9 to be dead, and for all other purposes of this section such 
10 employee, so long as it does not appear that he is in fact 
1 alive, shall be deemed to have died on the date determined 
12 pursuant to said Act to be the date or presumptive date of 
13 death. 

14 ““(2) Whenever it shall appear, with respect to the 
15 death of an employee on or after January 1, 1947, that no 
16 benefits, or no further benefits, other than benefits payable 
17 to a widow or parent upon attaining age sixty-five at a 
18 future date, will be payable under this section or, pursuant 
19 to subsection (k) of this section, under section 202 of the 
20 Social Security Act, as amended, there shall be paid to such 











21 person or persons as the deceased employee may have desig- 
22 nated by a writing filed with the Board prior to his death, or 


23 if there be no designation, to the person or persons in the 
24 order provided in paragraph (1) of this subsection or, in the 
absence of such person or persons, to his estate, a lump sum in 
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1 an amount equal to the sum of 4 per centum of his compen- 
sation paid after December 31, 1936, and prior to January 
1, 1947, and 7 per centum of his compensation after Decem- 
4 ber 31, 1946 (exclusive in both cases of compensation in 
5 excess of $300 for any month), minus the sum of all benefits 
6 paid to him, or to others by reason of his death, under this 
7 Act and, pursuant to subsection (k) of this se:tion, under 
8 section 202 of the Social Security Act, as amended: Pro- 
9 vided, however, That if the employee is survived by a widow 
10 or parent who may upon attaining age sixty-five be entitled 
11 to further benefits under this section, or pursuant to sub- 
12 section (k) of this seetion, under section 202 of the Social 
1 
] 
] 


~ 


t 


Ww 


3 Security Act, as amended, such lump sum shall not be paid 

t unless such widow or parent makes and files with the Board 
5 an irrevocable election, in such form as the Board may pre- 
16 scribe, to have such lump sum paid in lieu of all benefits to 
17 which such widow or parent might otherwise become entitled 
18 under this section or, pursuant to subsection (k) of this 
19 section, under section 202 of the Social Security Act, as 
20 amended. Such election shall be legally effective according 
21 toits terms. Nothing in this section shall operate to deprive 
a widow or parent making such election of any insurance 
23 benefits under section 202 of the Social Security Act, as 
24 amended, to which such widow or parent would have been 
entitled had this section not been enacted. The term ‘bene- 
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fits’ as used in this paragraph includes all annuities payable 
under this Act, lump sums payable under paragraph (1) 
of this subsection, and insurance benefits and lump-sum pay- 
ments under section 202 of the Social Security Act, as 
amended, pursuant to subsection (k) of this section. 

‘‘(g) Correlation of Payments.—(1) An_ individual, 
entitled on applying therefor to receive for a month before 
January 1, 1947, an insurance benefit under the Social 
Security Act on the basis of an employee’s wages, which 
benefit is greater in amount than would be an annuity 
for such individual under this section with respect to the 
death of such employee, shall not be entitled to such annuity. 
An individual, entitled on applying therefor to any annuity 
or lump sum under this section with respect to the death of 
an employee, shall not be entitled to a lump-sum death pay- 
ment or, for a month beginning on or after January 1, 1947, 
to any insurance benefits under the Social Security Act on the 
basis of the wages of the same employee. 

(2) A widow or child, otherwise entitled to an annuity 
under this section, shall be entitled only to that part of such 
annuity for a month which exceeds the total of any retirement 
annuity, and insurance benefit under the Social Security Act 
to which such widow or child would be entitled for such 
month on proper application therefor. A parent, otherwise 
entitled to an annuity under this section, shall be entitled 
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only to that part of such annuity for a month which exceeds 
the total of any other annuity under this section, retirement 
annuity, and insurance benefit under the Social Security Act 
to which such parent would be entitled for such month on 
proper application therefor. 

“(h) Maximum and Minimum Annuity Totals. 
Whenever according to the provisions of this section as to 
annuities, payable for a month with respect to the death of 
an employee, the total of annuities is more than $20 $25 
and exceeds either (a) $260 $150, or (b) an amount 
equal to twiee two and one-half times such employee’s basic 
amount, or with respeet te empteyees other than these 
whe will have been eompletelh instred seleh by virtue of 
sibseetion +) (4) +i, steh tetal exeeeds te} an ametnt 
eqtat te SO per centum ef his average monthly remiiners- 
tien; whichever of such amounts is least, such total of an- 
nuities shall, prior to any deductions under subsection (i), 
be reduced to such least amount or to $20 $25, whichever 
is greater. Whenever such total of annuities is less than $40 
$15, such total shall, prior to any deductions under subsec- 
tion (i), be increased to $40 $14. 

““(j) Deductions from Annuities —(1) Deductions shall 
be made from any payments under this section to which an 
individual is entitled, until the total of such deductions equals 
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such individual’s annuity or annuities under this section for 
any month in which such individual 
““(i) will have rendered compensated service within 
or without the United States to an employer; 
“‘(ii) will have rendered service for wages ef net 
less than $25 in excess of $50: 

iii) if a child under eighteen and over sixteen 
vears of age, will have failed to attend school regularly 
and the Board finds that attendance will have been 
feasible or 

iv) if a widow otherwise entitled to an annuity 
under subsection I will not have had in her care a 
child of the deceased employee entitled to receive an 
annuity under subsection (ce): 

**(2) The total of deductions for all events described in 
paragraph (1) occurring in the same month shall be limited 
to the amount of such individual’s annuity or annuities for 
that month. Such individual (or anyone in receipt of an 
annuity in his behalf) shall report to the Board the occur- 
rence of any event described in paragraph (1). 

(3) Deductions shall also be made from any payments 
under this section with respect to the death of an employee 
until such deductions total 
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i) any death benefit, paid with respect to the 
death of such en ployee, under sections 5 of the Retire- 
ment Acts (other than a survivor annuity pursuant to 
an election); 

‘(ii) any lump sum paid, with respect to the death 
of such employee, under title II of the Social Security 
Act, or under section 203 of the Social Security Act in 
force prior to the date of the Social Security Act Amend- 
ments of 1939; 

iii) any lump sum paid to such employee under 
section 204 of the Social Security Act in force prior to 
the date of the enactment of the Social Security Act 
Amendments of 1939, provided such lump sum will not 
previously have been deducted from any insurance bene- 
fit paid under the Social Security Act; and 

“(iv) an amount equal to 1 per centum of any 
wages paid to such emplovee for services performed in 
1939, and subsequent to his attaining age sixty-five, with 
respect to which the taxes imposed by section 1400 of 
the Internal Revenue Code will not have been deducted 
by his employer from his wages or paid by such em- 
ployer, provided such amount will not previously have 
been deducted from any insurance benefit paid under 
the Social Security Act. 

(4) The deductions provided in this subsection shall be 
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made in such amounts and at such time or times as the 
Board shall determine. Decreases or increases in the total of 
annuities payable for a month with respect to the death of an 
employee shall be equally apportioned among all annuities 
in such total. An annuity under this section which is not 
in excess of $5 may, in the discretion of the Board, be paid 
in a lump sum equal to its commuted value as the Board 
shall determine. 

“Gj) When Annuities Begin and End.—No individual 
shall be entitled to receive an annuity under this section for 


any month before January 1, 1947. An application for 
any payment under this section shall be made and filed in 
such manner and form as the Board prescribes. An annuity 


under this section for an individual otherwise entitled thereto 
shall begin with the month in which such individual filed 
an application for such annuity: Provided, That such indi- 
vidual’s annuity shall begin with the first month for which 
he will otherwise have been entitled to receive such annuity 
if he files such application prior to the end of the third month 
immediately succeeding such month. No application for an 
annuity under this section filed prior to three months before 
the first month for which the applicant becomes otherwise 
entitled to receive such annuity shall be accepted. No an- 
nuity shall be payable for the month in which the recipient 
thereof ceases to be qualified therefor. 
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“(k) Provisions for Crediting Railroad Industry Serv- 
ice Under the Social Security Act in Certain Cases. I 
For the purpose of determining insurance benefits under 
title Il of the Social Security Act which would begin to 
accrue on or after January 1, 1947, to a widow, parent, or 
surviving child, and with respect to lump-sum death pay- 
ments under such title payable in relation to a death occur- 
ring on or after such date, section 15 of the Railroad Retire- 
ment Act of 1935, section 209 b) 9) of the Social 
Security Act, and section 17 of this Act shall not operate 
to exclude from ‘employment’, under title I] of the Social 
Security Act, service which would otherwise be included in 
such ‘employment’ but for such sections. For such purpose, 
compensation paid in a calendar year shall, in the absence 
of evidence to the contrary, be presumed to have been paid 
in equal proportions with respect to all months in the year 
in which the employee will have been in services as an 
employee 

“(2) Not later than January 1, 1950, the Board and 
the Federal Security Administrator shall make a special 
joint report to the President to be submitted to Congress 
setting forth the experience of the Board in crediting wages 
toward awards, and the experience of the Social Security 
Board in crediting compensation toward awards, and their 
recommendations for such legislative changes as are deemed 
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advisable for equitable distribution of the financial burden 
of such awards between the retirement account and the 
Federal Old Age and Survivors Insurance Trust Fund. 

(3) The Board and the Federal Security Administrator 
shall, upon request, supply each other with certified reports 
of records of compensation or wages and periods of service 
and of other records in their possession or which they may 
secure, pertinent to the administration of this section or 
title II of the Social Security Act as affected by paragraph 

1). Such certified report shall be conclusive in adjudica- 
tion as to the matters covered therein: Provided: That if the 
Board or the Federal Security Administrator receives evi- 
dence inconsistent with a certified report and the application 
involved is still in course of adjudication or otherwise open 
for such evidence, such recertification of such report shall 
be made as, in the judgment of the Board or the Federal 
Security Administrator, whichever made the original certi- 
fication, the evidence warrants. Such recertification and any 
subsequent recertification shall be treated in the same manner 
and be subject to the same conditions as an original certifica- 
tion. 

“(l) Definitions. For the purposes of this section the 
term ‘employee’ includes an individual who will have been 
an ‘employee,’ and 


(Page 30) 


‘““(1) The qualifications for ‘widow’, ‘child’, and ‘parent’ 
shall be, except for the purposes of subsection (f), those 
set forth in section 209 (j) and (k), and section 202 (f) 
3) of the Social Security Act, respectively; and in addi- 
tion 

(i) a ‘widow’ shall have been living with her husband 
employee at the time of his death; 

“(ii) a ‘child’ shall have been dependent upon its 
parent employee at the time of his death; shall not be 
adopted after such death; shall be unmarried; and less 
than eighteen years of age; and 

“(jii) a ‘parent’ shall have been wholly dependent 
upon and supported at the time of his death by the 
employee to whom the relationship of ‘parent’ is claimed; 
and shall have filed proof of such dependency and support 
within two years after such date of death, or within 
six months after January 1, 1947. 

A ‘widower’ or a ‘child’ shall be deemed to have been so living 
with a husband or so dependent up a parent if the condi- 
tions set forth in section 209 (n) or section 202 (c) (3) 
or (4) of the Social Security Act, respectively, are fulfilled. 
In determing whether an applicant is the wife, widow, 
child, or parent of an employee as claimed, the rules set 
forth in section 209 (n) of the Social Security Act shall 
be applied; 
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“(2) The term ‘retirement annuity’ shall mean an 
annuity under section 2 awarded before or after its amend- 
ment but not including an annuity to a survivor pursuant to 
an election of a joint and survivor annuity; and the term 
‘pension’ shall mean a pension under section 6; 

““(3) The term ‘quarter of coverage’ shall mean a com- 
pensation quarter of coverage or a wage quarter of coverage, 
and the term ‘quarters of coverage’ shall mean compensation 
quarters of coverage, or wage quarters of coverage, or both: 
Provided, That there shall be for a single employee no more 
than four quarters of coverage for a single calendar year; 

““(4) The term ‘compensation quarter of coverage’ shall 
mean any quarter of coverage computed with respect to 
compensation paid to an employee after 1936 in accordance 
with the following table: 
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Total compensation paid in the calendar year 
Months of serv- 
ice in a calendar 
year Less than | $50 but less |$100 but less $159 but less 
$50 than $100 | than $150 than $200 
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(5) The term ‘wage quarter of coverage’ shall mean 
any quarter of coverage determined in accordance with the 
provisions of title II of the Social Security Act; 

‘*(6) The term ‘wages’ shall mean wages as defined in 
section 209 (a) of the Social Security Act; 
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(7) An employee will have been ‘completely insured’ 
if it appears to the satisfaction of the Board that at the time 
of his death, whether before or after the enactment of this 
section, he will have had the qualifications set forth in any 
one of the following paragraphs: 

““(i) *a current connection with the railroad indus- 
try; and a number of quarters of coverage, not less than 
six, and at least equal to one-half of the number of 
quarters, elapsing in the period after 1936, or after the 
quarter in which he will have attained the age of 
twentv-one, whichever is later, and up to but excluding 
the quarter in which he will have attained the age of 
sixty-five years or died, whichever will first have oc- 
curred (excluding from the elapsed quarters any quarter 
during any part of which a retirement annuity will have 
been payable to him); and if the number of such elapsed 
quarters is an odd number such number shall be reduced 
by one; or 

‘‘(ii) a current connection with the railroad indus- 
try; and forty or more quarters of coverage; or 

“(iii) a pension will have been payable to him; or 
a retirement annuity based on service of not less than ten 
years (as computed in awarding the annuity) will have 
begun to accrue to him before 1948; 

““(8) An employee will have been ‘partially insured’ 
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1 if it appears to the satisfaction of the Board that at the time 
2 of his death, whether before or after the enactment of this 
} «6section he will have had (i) a current connection with the 
t railroad industry; and (ii) six or more quarters of coverage 
» in the period beginning with the third calendar year next 
6 preceding the year in which he will have died and ending 
with the quarter next preceding the quarter in which he will 
5 have died 

) 9) An employee’s ‘average monthly remuneration’ 
Q shall mean the quotient obtained by dividing (A) the sum 
| of the compensation and wages paid to him after 1936 and 
2 before the quarter in which he will have died, eliminating 
> for any single calendar year, from compensation, any excess 
t over $300 for any calendar month in such year, and from 
5 the sum of wages and compensation any excess over $3;000 
16 &38,600, by (B) three times the number of quarters elapsing 
after 1936 and before the quarter in which he will have died: 
18 Provided, That for the period prior to and including the 
19 calendar year in which he will have attained the age of 
20 twenty-two there shall be included in the devisor not more 
21 than three times the number of quarters of coverage in such 
22 period: Provided further, That there shall be excluded from 


23 the divisor any calendar quarter during any part of which 
24 aretirement annuity will have been payable to him 
25 “With respect to an employee who will have been 
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1 awarded a retirement annuity, the term ‘compensation’ shall, 
2 for the purposes of this paragraph, mean the compensation on 
3 which such annuity will have been based; 





t “(10) The term ‘basic amount’ shall mean— 

D ‘“G) for an employee who will have been partially 

6 insured, or completely insured solely by virtue of para- | 
7 graph (7) (i) or (7) (ii) or beth; both, the sum of 
8 (A) 40 50 per centum of his average monthly remu- 

9 neration, up to and including $75; plus (B) 40 12% per | 
10 centum of such average monthly remuneration exceeding | 
11 $75 and up to and including $2609 $300, plus (C) 1 per 
12 centum of the sum of (A) plus (B) multiplied by the 

13 number of years after 1936 in each of which the com- 

14 pensation, wages, or both, paid to him will have been 

15 equal to $200 or more; if the basic amount, thus com- 

16 puted, is less than $49 $20 it shall be increased to $40 

17 $20; 

18 “Gi) for an employee who will have been com- 

19 pletely insured solely by virtue of paragraph 7 (iii): 

20 the sum of 40 50 per centum of his monthly compensa- 

21 tion if an annuity will have been payable to him, or, if a 

22 pension will have been payable to him, 40 50 per centum 

23 of the average monthly earnings on which such pension 

24 was computed, up to and including $75, plus 40 12% 


25 per centum of such compensation or earnings exceeding 
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$75 and up to and including $2460 $300. If the aver- 
age monthly earnings on which a pension pavabie to him 
was computed are not ascertainable from the records in 
the possession of the Board, the amount computed under 
his this subdivision shall be $38-88 $40, except that if 
the pension payable to him was less than $26 $30, such 
amount shall be four-thirds of the amount of the pension 
or $44-68 $17, whichever is greater. The term ‘monthly 
compensation’ shall, for the purposes of this subdivision, 
mean the monthly compensation used in computing the 
annuity; 

“(jii) for an employee who will have been com- 
pletely insured under paragraph (7) (iii) and either 
(7) (i) or +44 HH (7) (22), the higher of the two 
amounts computed in accordance with subdivisions (i 
and (ii). 

x * * * * * rs 


RAILROAD UNEMPLOYMENT INSURANCE ACT 


* * * * * * * 
DEFINITIONS 


Section 1. For the purposes of this Act, except when 
used in amending the provisions of other Acts 

(a) The term ‘‘employer’’ means any carrier (as defined 
in subsection (b) of this section), and any company which 
is directly or indirectly owned or controlled by one or more 
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such carriers or under common control therewith, and which 
operates any equipment or facility or performs any service 
(except trucking service, casual service, and the casual 
operation of equipment or facilities) in connection with the 
transportation of passengers or property by railroad, or the 
receipt, delivery, elevation, transfer in transit, refrigeration 
or icing, storage, or handling of property transported by 
railroad, and any receiver, trustee, or other individual or 
body, judicial or otherwise, when in the possession of the 
property or operating all or any part of the business of any 
such employer: Provided, however, That the term ‘‘em- 
ployer” shall not include any street, interurban, or suburban 
electric railway, unless such railway is operating as a part 
of a general steam-railroad system of transportation, but 
shall not exclude any part of the general steam-railroad 
system of transportation now or hereafter operated by any 
other motive power. The Interstate Commerce Commission 
is hereby authorized and directed upon request of the Board, 
or upon complaint of any party interested, to determine after 
hearing whether any line operated by electric power falls 
within the terms of this proviso. The term ‘employer’ shall 
also include railroad associations, traffie associations, tariff 
bureaus, demurrage bureaus, weighing and _ inspection 
bureaus, collection agencies, and other associations, bureaus, 
agencies, or organizations controlled and maintained wholly 
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or principally by two or more employers as hereinbefore de- 
fined and engaged in the performance of services in con- 
nection with or incidental to railroad transportation; and 
railway labor organizations, national in scope, which have 
been or may be organized in accordance with the provisions 
of the Railway Labor Act, and their State and National 
legislative committees and their general committees and their 
insurance departments and their local lodges and divisions, 
established pursuant to the constitution and bylaws of such 
organizations. The term “employer” shall not include any 
company by reason of its being engaged in the mining of 
coal, the supplying of coal to an employer where delivery is 
not beyond the mine tipple, and the operation of equipment 
or facilities therefor, or in any of such activities. 

(b) The term ‘“‘carrier’”? means an express company, 
sleeping-car company, or carrier by railroad, subject to part 
I of the Interstate Commerce Act. 

c) The term ‘‘company” includes corporations, associa- 
tions, and joint-stock companies. 

(d) The term “‘employee’’ (except when used in phrases 
establishing a different meaning) means any individual who 
is or has been (i) in the service of one or more employers 
for compensation, or (ii) an employee representative. The 
term ‘“‘emplovee”’ shall include an employee of a local lodge 
or division defined as an employer in section 1 (a) only 
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if he was in the service of a carrier on or after August 29, 
1935. The term “employee” includes an officer of an em- 
ployer. 

The term “employee” shall not include any individual 
while such individual is engaged in the physical operations 
consisting of the mining of coal, the preparation of coal, the 
handling (other than movement by rail with standard rail- 
road locomotives) of coal not beyond the mine tipple, or the 
loading of coal at the tipple. 

e) An individual is in the service of an employer 
whether his service is rendered within or without the United 
States if (ij) he is subject-to the continuing authority of the 
employer to supervise and direct the manner of rendition of 
his service, or he is rendering professional or technical serv- 
ices and is integrated into the staff of the employer, or he is 
rendering, on the property used in the employer’s operations, 
other personal services the rendition of which is integrated 
into the emplover’s operations, and (ii) he renders such serv- 
ice for compensation: Provided, however, That an individual 
shall be deemed to be in the service of an employer, other 
than a local lodge or division or a general committee of a 
railway-labor-organization employer, not conducting the 
principal part of its business in the United States only when 
he is rendering service to it in the United States; and an 
individual shall be deemed to be in the service of such a local 
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lodge or division only if (1) all, or substantially all, the 
individuals constituting its membership are employees of an 
employer conducting the principal part of its business in the 
United States; or (2) the headquarters of such local lodge 
or division is located in the United States; and an individual 
shall be deemed to be in the service of such a general com- 
mittee only if (1) he is representing a local lodge or divi- 
sion described in clauses (1) or (2) immediately above; 
or (2) all, or substantially all, the individuals represented 
by it are employees of an employer conducting the principal 
part of its business in the United States; or (3) he acts in 
the capacity of a general chairman or an assistant general 
chairman of a general committee which represents individuals 
rendering service in the United States to an employer, but 
in such case if his office or headquarters is not located in the 
United States and the individuals represented by such gen- 
eral committee are employees of an employer not conducting 
the principal part of its business in the United States, only 
such proportion of the remuneration for such service shall 
be regarded as compensation as the proportion which the 
mileage in the United States under the jurisdiction of such 
general committee bears to the total mileage under its juris- 
diction, unless such mileage formula is inapplicable, in which 
case the Board may prescribe such other formula as it finds 
to be equitable, and if the application of such mileage formula, 
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or such other formula as the Board may prescribe, would 
result in the compensation of the individual being less than 10 
per centum of his remuneration for such service no part of 
such remuneration shall be regarded as compensation: Pro- 
nded further, That an individual not a citizen or resident 
of the United States shall not be deemed to be in the service 
of an employer when rendering service outside of the United 
States to an employer who is required under the laws appli- 
cable in the place where the service is rendered to employ 
therein, in whole or in part, citizens or residents thereof. 

(f) The term ‘employee representative’ means any 
officer or official representative of a railway labor organiza- 
tion other than a labor organization included in the term 
employer as defined in section 1 (a) who before or after 
August 29, 1935, was in the service of an employer as defined 
in section 1 (a) and who is duly authorized and designated 
to represent employees in accordance with the Railway Labor 
Act, and any individual who is regularly assigned to or 
regularly employed by such officer or official representative 
in connection with the duties of his office. 

(g) The term “employment” means service performed 
as an employee. For the purposes of determining eligibility 
for and the amount of benefits and the amount of contribu- 
tions due pursuant to this Act, employment after June 30, 
1940, in the service of a local lodge or division of a railway- 
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| labor-organization employer or as an employee representative 
2 shall be disregarded. 

3 (h) The term “registration period’’ means, with respect 
+ to any employee, the period which begins with the first day 
5 for which such employee registers at an employment office 
6 in accordance with such regulations as the Board may pre- 
scribe, and ends with whichever is the earlier of (i) the 
8 thirteenth day thereafter, or (ii) the day immediately pre- 
» ceding the day for which he next registers at a different 
0 employment office; and thereafter each period which begins 
| with the first day for which he next registers at an em- 
2 ployment office after the end of his last preceding registra- 
3 tion period which began with a day for which he registered 
t at an employment office and ends with whichever is the 
5 earlier of (i) the thirteenth day thereafter, or (ii) the day 
6 immediately preceding the day for which he next registers 
17 at a different employment office. 

18 The term ‘registration period’? means also, with respect 
19 to any employee, the period which begins with the first 
20 day with respect to which a statement of sickness is filed 
21 in his behalf in accordance with such regulations as the 
22 Board may prescribe, or the first such day after the end 
23 of a registration period which will have begun with a day 
4 with respect to which a statement of sickness was filed in 
5 his behalf, and ends with the thirteenth day thereafter. 


(Page 42) 





1 (i) The term “compensation”? means any form of money 
2 remuneration, including pay for time lost but excluding tips, 
3 paid for services rendered as an amployee to one or more 
t employers, or as an employee representative: Provided, 
5 however, That in computing the compensation paid to any 
6 employee with respect to any calendar month, no part of any 
7 compensation in excess of $3800 shall be recognized. A pay- 
8 ment made by an emplover to an individual through the 
9 employer’s payroll shall be presumed, in the absence of 
10 evidence to the contrary, to be compensation for service 
11 rendered by such individual as an employee of the employer 
12 in the period with respect to which the payment is made. 
13. An employee shall be deemed to be paid, “for time lost” the 
14 amount he is paid by an employer with respect to an identi- 
15 fiable period of absence from the active service of the em- 


16 ployer, including absence on account of personal injury, and 

17 the amount he is paid by the employer for loss of earnings 

18 resulting from his displacement to a less remunerative posi- 

19 tion or occupation. If a payment is made by an employer 

20 with respect to a personal injury and includes pay for time 

21 lost, the total payment shall be deemed to be paid for time 

22 lost unless, at the time of payment, a part of such payment 

23 is specifically apportioned to factors other than time lost, | 
t in which event only such part of the payment as is not so 
5 apportioned shall be deemed to be paid for time lost. Com- 
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1 pensation earned in any calendar month before 1947 shall be 
2 deemed paid in such month regardless of whether or when 
3 payment will have been in fact made, and compensatiot 
4 earned in any calendar year after 1946 but paid after the end 
5 of such calendar year shall be deemed to be compensation 
6 paid in the calendar year in which it will have been earned if 
7 it is so reported by the employer before February 1 of the 
8 next succeeding calendar year or, if the employee establishes, 
9 subject to the provisions of section 8, the period during which 
10 such compensation will have been earned. 

11 j) The term “remuneration” means pay for services 
12 for hire, including pay for time lost, and tips, but pay for 
13 time lost shall be deemed earned on the day on which such 
14. time is lost. The term ‘‘remuneration”’ includes also earned 
15 income other than for services for hire if the accrual thereof 
16 in whole or in part is ascertainable with respect to a par- 
17 ticular day or particular days. The term “remuneration” 
18 does not inelude (i) the voluntary payment by another, 


19 without deduction from the pay of an employee, of any tax 
or contribution now or hereafter imposed with respect to the 
remuneration of such employee, or (ii) any money pay- 
ments received pursuant to any nongovernmental plan for 
unemployment Insurance, maternity Insurance, or sickness 
Insurance. 

(k) Subject to the provisions of section 4 of this Act, 
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1 (1) a day of unemployment, with respect to any employee, 
2 means a calendar day on which he is able to work and is 
available for work and with respect to which (i) no remuner- 
ation is payable or accrues to him, and (ii) he has, in aecord- 
5 ance with such regulations as the Board may prescribe, 
6 registered at an employment office; and (2) a “day of sick- 
7 ness’, with respect to any employee, means a calendar day 
8 on which because of any physical, mental, psychological, or 


9 nervous injury, illness, sickness, or disease he is not able 
10 to work or which is included in a maternity period, and with 
11 respect to which (i) no remuneration is payable or accrues 
12 to him, and (ii) in accordance with such regulations as the 
13. Board may prescribe, a statement of sickness is filed within 
14 such reasonable period, not in excess of ten days, as the 
15 Board may prescribe: Provided, however, That ‘‘subsidi- 
16 ary remuneration”, as hereinafter defined in this subsection, 
7 shall not be considered remuneration for the purpose of this 
18 subsection except with respect to an employee whose base- 


19 year compensation, exclusive of earnings from the position or 
20 occupation in which he earned such subsidiary remuneration, 
is less than $150: Provided, further, That remuneration for 
a working day which includes a part of each of two consecu- 
tive calendar days shall be deemed to have been earned on 
the second of such two days, and any individual who takes 
work for such working day shall not by reason thereof be 
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deemed not available for work on the first of such calendar 
days. 

For the purpose of this subsection, the term ‘‘subsidiary 
remuneration’? means, with respect to any employee, re- 
muneration not in excess of an average of one dollar a day for 
the period with respect to which such remuneration is pay- 
able or accrues, if the work from which the remuneration 
is derived (i) requires substantially less than full time as 
determined by generally prevailing standards, and (ii) is 
susceptible of performance at such times and under such 
circumstances as not to be inconsistent with the holding of 
norma! full-time employment in another occupation. 

(1) The term ‘benefits’? (except in phrases clearly 
designating other payments) means the money payments 
payable to an employee as provided in this Act, with respect 
to his unemployment or sickness. 

(1) (1) The term “statement of sickness’? means a 
statement with respect to days of sickness of an employee, 
and the term ‘‘statement of maternity sickness’? means a 
statement with respect to a maternity period of a female 
employee, in each case executed in such manner and form by 
an individual duly authorized pursuant to section 12 (i) 
to execute such statements, and filed as the Board may pre- 
scribe by regulations. 

(1) (2) The term ‘‘maternity period’? means the period 
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beginning fifty-seven days prior to the date stated by the 
doctor of a female employee to be the expected date of the 
birth of the emplovee’s child and ending with the one hun- 
dred and fifteenth day after it begins or with the thirty-first 
day after the day of the birth of the child, whichever is 


later. 

(m) The term “‘benefit year’? means the twelve-month 
period beginning July 1 of any year and ending June 30 
of the next vear, except that a registration period beginning 
in June and ending in July shall be deemed to be in the 
benefit year ending in such month of June. 

(n) The term ‘‘baSe year’. means the completed cal- 
endar year immediately preceding the beginning of the bene- 
fit year. 

(o) The term “employment office’? means a free em- 
ployment office operated by the Board, or designated as such 
by the Board pursuant to section 12 (i) of this Act. 

(p) The term ‘‘account’? means the railroad unemploy- 
ment insurance account established pursuant to section 10 of 
this Act in the unemployment trust fund. 

(q) The term ‘‘fund” means the railroad unemployment 
insurance administration fund, established pursuant to section 
11 of this Act. 

(r) The term ‘‘Board” means the Railroad Retirement 
Board. 
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(s) The term “United States’, when used in a geo- 
graphical sense, means the States, Alaska, Hawaii, and the 
District of Columbia. 

(t) The term “State”? means any of the States, Alaska, 
Hawaii, or the District of Columbia. 

(u) Any reference in this Act to any other Act of 
Congress, including such reference in amendments to other 
Acts, includes a reference to such other Act as amended 
from time to time. 

* * * « 


DISQUALIFYING CONDITIONS 


Sec. 4. (a-1) There shall not be considered as a day 
of unemployment or as a day of sickness, with respeet to any 
employee— 

(i) any of the seventy-five days beginning with 
the first day of any registration period with respect to 
which the Board finds that he knowingly made or aided 
in making or caused to be made any false or fraudulent 
statement or claim for the purpose of causing benefits 
to be paid; 

(ii) any day in any period with respect to which 
the Board finds that he is receiving or will have received 
annuity payments or pensions under the Railroad Re- 
tirement Act of 1935 or the Railroad Retirement Act 
of 1937, or insurance benefits under title II of the 
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Social Security Act, or unemployment, maternity, or 
sickness benefits under an unemployment, maternity, or 
sickness compensation law of any State or of the United 
States other than this Act, or any other social-insurance 
payments under a law of any State or of the United 
States: Provided, That if an employee received or is 
held entitled to receive any such payments, other than 
unemployment, maternity, or sickness payments, with 
respect to any period which include days of unemploy- 
ment or sickness in a registration period, after benefits 
under this Act for such registration period will have 
been paid, the amount by which such benefits under this 
Act will have been increased by including such days as 
days of unemployment or as days of sickness shall 
be recoverable by the Board: Provided further, That, 
if that part of any such payment or payments, other 
than unemployment, maternity, or sickness payments, 
which is apportionable to such days of unemployment or 
days of sickness is less in amount than the benefits under 
this Act which, but for this paragraph, would be pay- 
able and not recoverable with respect to such days 
of unemployment or days of sickness, the preceding 
provisions of this paragraph shall not apply but such 
benefits under this Act for such days of unemployment 
or days of sickness shall be diminished or recoverable in 
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the amount of such part of such other payment or 
payme nts; 

++) aay dey in amy registration period with respeet 
te arhieh period He Bored fitds thet he enpred: in tent 
end engine sepriece; yard service; dinine-ear serrice 
mt ptt eerie sete pretthe cette settee at erties PattHete 
err er similar sepyiee; er express service on trains, at 
least the eqttivetent of twenty times his datty benefit 
partes 

t+) omy dey if @ny fegistration period eomprisine 
the test fourteen days of a period ef twente-eicht days 
with pespeet te ahieh period of trenty-cieht days the 
Board finds that he earned; in train and engine service; 
Sethe sete HH eH eee: steep He eH Sete: 
piteheterte sepstee ar ether Prtttteeste ep sitethte sere 
tee; OF express serYice Of tritits; at least the equivalent 
ef forty times His deity benefit pate: 

(a-2) There shall not be considered as a day of unem- 
ployment, with respect to any employee 

(i) any of the thirty days beginning with the day 
with respect to which the Board finds that he left work 
voluntarily without good cause; 

(ii) any of the thirty days beginning with the day 
with respect to which the Board finds that he failed, 
without good cause, to accept suitable work available on 
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such day and offered to him, or to comply with instruc- 
tions from the Board requiring him to apply for suitable 
work or to report, in person or by mail as the Board 
may require, to an employment office; 

(iii) subject to the provisions of subsection (b) of 
this section, any day with respect to which the Board 
finds that his unemployment was due to a stoppage of 
work because of a strike in the establishment, premises, 
or enterprise at which he was last employed, and the 
Board finds that such stike was commenced in violation 
of the provisions of the Railway Labor Act or in viola- 
tion of the established rules and practices of a bona fide 
labor organization of which he was a member; 

(iv) any day which is a Sunday or which the Board 
finds is generally observed as a holiday in the locality in 
which he registered for such day, unless such day was 
immediately preceded by a day of unemployment and 
immediately followed by a day of unemployment or was 
the last day in a registration period and was immedi- 
ately preceded by a day of unemployment: Provided, 
That if two or more consecutive days are a Sunday and 
one or more holidays, then with respect to any employee 
such consecutive days shall not be considered as days of 
unemployment unless they were immediately preceded 
by a day of unemployment and immediately followed by 
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l a day of unemployment or the last of such days was the 
2 last day of a registration period and such days were 
3 immediately preceded by a day of unemployment 

$ (b The disqualification pre vided in section 4 a-2 
5 (iii) of this Act shall not apply if the Board finds that 

6 (i) the employee is not participating in or financing 
7 or directly interested in the strike which causes the 
8 stoppage of work: Provided, That payment of regular 








union dues shall not be construed to constitute financing 


a strike or direct interest in a strike within the meani 
of this and the following paragraphs; and 
(ii) he does not belong to a grade or class of 
workers of which, immediately before the commence- 
ment of the stoppage, there were members employed in 
the establishment, premises, or enterprise at which the 
stoppage occurs, any of whom are participating in or 
financing or directly interested in the dispute: Provided, 
That if separate types of work are commonly conducted 
in separate departments of a single enterprise, each such 
department shall, for the purposes of this subsection, be 
deemed to be a separate establishment, enterprise, or 
other premises. 
“ c) No work shall be deemed suitable for the purposes 
24 of section 4 (a—-2 ii) of this Act, and benefits shall not 
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1 be denied under this Act to any otherwise qualified employee 
2 for refusing to accept work if 


3 i) the position offered is vacant due directly to 
1 a strike, lockout, or other labor dispute; 

5 (ii) the remuneration, hours, or other conditions of 
6 work offered are substantially less favorable to the em- 
7 ployee than those prevailing for similar work in the 
S locality, or the rate of remuneration is less than the 
9 union wage rate, if any, for similar work in the locality: 
10 (iii as a condition of being emploved he would 
1] be required to join a company union or to resign from 
12 or refrain from joining any bona fide labor organization; 
13 (iv) acceptance of the work would require him to 
14 engage in activities in violation of law or which, by 
15 reason of their being in violation of reasonable require = 
16 ments of the constitution, bylaws, or similar regulations 
17 of a bona fide labor organization of which he is a mem- 
18 ber, would subject him to expulsion from such labor 
19 organization; or 

20 (v) acceptance of the work would subject him to 
21 loss of substantial seniority rights under any collective 
22 bargaining agreement between a railway labor organ- 
23 ization, organized in accordance with the provisions of 
24 the Railway Labor Act, and any other employer. 


25 (d) In determining, within the limitations of section 4 
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(c) of this Act, whether or not any work is suitable for an 
employee for the purposes of section 4 (a-2) (ii) of this 
Act, the Board shall consider, in addition to such other 
factors as it deems relevant, (i) the current practices recog- 
nized by management and labor with respect to such work; 
(ii) the degree of risk involved to such employee’s health, 
safety, and morals; (iii) his physical fitness and prior train- 
ing; (iv) his experience and prior earnings; (v) his length 
of unemployment and prospects for securing work in his 
customary occupation; and (vi) the distance of the available 
work from his residence and from his most recent work. 

e) For the purposes of section 4 (a-2) (i) of this 
Act, no voluntary leaving of work shall be deemed to have 
been without good cause if the Board finds that such work 
would not have been suitable for the purposes of section 
4 (a-2) (ii) of this Act. 
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[S. 399, 82d Cong., Ist sess.] 


A BILL To increase annuities under the Railroad Retirement Act of 1937 by 25 per centum, and for other 
purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 3 (a) of the Railroad Retirement Act 
of 1937, as amended, is amended by striking out ‘‘2.40” and inserting in lieu thereof 
3.00”, by striking out ‘1.80’ and inserting in lieu thereof ‘‘2.25’’, by striking 
out “1.20” and inserting in lieu thereof ‘1.50’’. 

Sec. 2. Section 3 (e) of such Act is amended by striking out “$3.60” and in- 
serting in lieu thereof ‘‘$4.50’’, and by striking out ‘‘$60’’ and inserting in lieu 
thereof ‘‘$75’’. 

Sec. 3. The provisions of this Act shall apply to all annuities under section 2 of 
the Railroad Retirement Act of 1937, accruing during calendar months following 
the month of enactment hereof, other than joint and survivor annuities heretofore 
awarded and survivor annuities deriving from joint and survivor annuities here- 
tofore awarded. All annuities under the Railroad Retirement Act of 1935 and 
all joint and survivor annuities heretofore awarded and survivor annuities deriving 
from joint and survivor annuities heretofore awarded, accruing during the calendar 
months following the month of enactment hereof, and all pensions due in months 
following the first calendar month after the enactment hereof, shall be increased 
by 25 per centum. All recertifications required by reason of the provisions of 
this Act shall be made by the Railroad Retirement Board without application 
therefor. 





[S. 510, 82d Cong., Ist sess.] 


A BILL To amend the Railroad Retirement Act of 1937 to permit retirement with full annuity at age sixty 
after thirty years’ service, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the first paragraph of section 2 (a) of the 
Railroad Retirement Act of 1937 is amended— 

(a) By striking out the word ‘‘Women”’ in numbered paragraph 2 thereof, and 
inserting in lieu thereof the word ‘Individuals’; 

(b) By striking out numbered paragraph 3 thereof; 

(ec) By striking out the words ‘‘who (i) will have completed twenty years of 
service, or (ii) will have attained the age of sixty” in numbered paragraph 4 thereof, 
and inserting in lieu thereof the words “who will have completed twenty years of 
service’; and 

(d) By striking out the words ‘‘who (i) have completed ten years of service, or 
(ii) have attained the age of sixty” in numbered paragraph 5 thereof, and inserting 
in lieu thereof the words “who have completed ten years of service’. 

Sec. 2. (a) The last paragraph of section 2 (a) of such Act is amended— 

(1) By striking out “sixty-five” wherever it appears therein and inserting in 
lieu thereof “‘sixty’’; and 

(2) By striking out the fourth sentence thereof. 

(b) Section 2 (b) of such Act is amended by striking out “sixty-five” and 
inserting in lieu thereof “sixty’’. 

(ec) Section 3 (e) of such Act is amended by striking out the following: “‘, before 
any reduction pursuant to subsection 2 (a) (3),”’. 

(d) Section 3 (h) of such Act is amended by striking out the words “in sub- 
division 3 of section 2 (a)”’ and inserting in lieu thereof the words “in the last 
paragraph of section 2 (a)’’. 





[S. 681, 82d Cong., Ist sess.] 


A BILL To amend the Railroad Retirement Act of 1937 to increase the amount of wages which disabled 
annuitants and survivors of insured employees may earn without impairing the benefits accorded to 
them under such Act 


Re it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That (a) the fourth sentence of the final para- 
graph of subsection (a) of section 2 of the Railroad Retirement Act of 1937 (49 
Stat. 968, as amended; 45 U. S. C. 228b), pertaining to individuals granted 
annuities on account of disability, is amended to read as follows: ‘““An employee, 
in receipt of such annuity, who earns more than $100 in service for hire, or in 
self-employment, in each of any six consecutive calendar months, shall be deemed 











66 RAILROAD RETIREMENT LEGISLATION 


to cease to be so disabled in the last of such six months; and such employee 
shall report to the Board immediately all such service for hire, or such self- 
employment 
b) The second subparagraph of paragraph (1) of subsection (i) of section 

of the Railroad Retirement Act of 1937 (49 Stat. 970, as amended; 45 U. 8. C 
228e), pertaining to deductions to be made from annuities paid to survivors of 
insured employees on account of the rendition of services by such survivors for 
wages, is amended to read as follows: “‘(ii) will have rendered service for wages 
of not less than $50:’’. 


A BILL To amend the Railroad Retirement Act of 1937 so as to permit voluntary retirement thereunder 
t age sixt ry retirement at age seventy by individuals who have completed 





ind to require compuls 


thirty y ervice 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 2 (a) of the Railroad Retirement Act 
of 1937 is amended by 

(a) striking out the word “Women” in paragraph numbered 2 and inserting 
in lieu thereof ‘“Individuals’’; and 

(b) striking out paragraph numbered 3. 

Sec. 2. The Railroad Retirement Act of 1937 is amended by inserting after 
section 2 a new section as follows: 


“COMPULSORY TERMINATION OF SERVICE 


Sec. 2A. The service of an employee who has completed thirty or more years 
of service shall be terminated by his employer (1) at the end of the calendar vear 
in which such employee attains the age of seventy, or (2) in the case of an em- 
ployee who is seventy years of age or older on the effective date of this section, at 
the end of the first calendar year which commences after such date.” 

Sec. 3. If any amendment made to the Railroad Retirement Act of 1937 by 
this Act, or the application thereof to any particular person or circumstance is 
held invalid, the other amendments, and the application of such amendment to 
other persons or circumstances, shall not be affected thereby. 

Sec. 4. This Act shall become effective on the first day of the first calendar 
month which commences after the date of enactment of this Act. 





[S. 941, 82d Cong., Ist ses 


A BILL To amend the Railroad Retirement Act of 1937 to provide for the retirement of individuals without 
regard to age after forty years’ service 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the third numbered paragraph of subsection 
2 (a) of the Railroad Retirement Act of 1937 (50 Stat. 309, as amended; 45 U.S. C. 
228b) is amended to read as follows: 

“3. Individuals who (i) will have attained the age of sixty and will have com- 
pleted thirty years of service, or (ii) will have completed forty years of service, 
but the annuity of each such individual shall be reduced by one one-hundred-and- 
eightieth for each calendar month that he is under age sixty-five when his annuity 
begins to accrue.”’ 





[S, 1125, 82d Cong., Ist sess.] 


A BILL, To amend the Railroad Retirement Act of 1937 to provide, for certain individuals who have com - 
pleted thirty years of service and attained the age of sixty, minimum annuities equal to one-half of the 
average compensation received by them during their five highest years of earnings 


Be it enacted by the Senate and House of Re presentative 8 of the United States of 
America in Congress assembled, That section 3 of the Railroad Retirement Act of 
1937 is amended by adding at the end thereof the following new subsection: 

““(f) In the case of an individual who has thirty or more years of service and 
whose annuity began to accrue after he attained the age of sixty, the minimum 
annuity payable shall, after any reduction pursuant to paragraph 3 of section 2 (a), 
be an amount equal to one-half of his average compensation with respect to cal- 
endar months included in the five vears of service for which the total compensation 
paid and attributable as paid to him is the highest. For the purpose of this sub- 
section, an individual’s compensation with respect to any calendar month shall 
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be the compensation (not in excess of $300) paid, or attributable under subsection 
(c) as paid, to him with respect to such month.”’ 

Sec. 2. The amendment made by this Act shall apply to all annuities under 
section 2 of the Railroad Retirement Act of 1937, as amended, aceruing during 
calendar months following the month in which this Act is enacted other than joint 
and survivor annuities heretofore awarded and survivor annuities derived from 
joint and survivor annuities heretofore awarded. All recertifications required by 
reason of the enactment of this Act shall be made by the Railroad Retirement 
Board without application therefor. 


[S. 1308, 824 Cong., Ist sess.] 


A BILL To amend the Railroad Retirement Act of 1937 to permit retirement wiia full annuity after thirty 
years’ service; to provide annuities thereunder equal to 50 per centum of salaries, based upon the five years 
of highest earnings; and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That (a) the first paragraph of section 2 (a) of the 
Railroad Retirement Act of 1937 is amended by 

(1) striking out numbered subparagraph 2 thereof and inserting in lieu 
thereof the following: 

“2. Individuals who will have completed thirty years of service.’’; and 

(2) striking out numbered subparagraph 3 thereof. 

(b) Subsection 3 (a) of such Act is amended to read as follows: 

‘“(a) The annuity shall be computed by multiplying an individual’s ‘years of 
service’ by 50 per centum of his ‘monthly compensation’.”’ 

(c) Subsection 3 (c) of such Act is amended by striking out all to and ineluding 
the word “‘except’’, and inserting in lieu thereof the following: 

“(e) The ‘monthly compensation’ shall be the highest average compensation 
paid to an employee monthly with respect to any period of sixty consecutive 
calendar months included within his ‘years of service’, except’’. 

Sec. 2. (a) The amendments made by this Act shall be effective with respect 
to all annuities heretofore or hereafter awarded and payable for months beginning 
on or after the first day of the first calendar month beginning after the date of 
enactment of this Act. 

(b) Nothing contained in this Act shall reduce the amount of any annuity or 
benefit awarded pursuant to the Railroad Retirement Act of 1937 prior to the 
date of enactment of this Act. 


[S. 1348, 82d Cong., Ist Sess.] 


A BILL To amend section 5 (1) of the Railroad Retirement Act of 1937, as amended, to eliminate the re- 
quirement that an adopted child of a deceased railroad employee whose death resulted from accident 
have been adopted for twelve months prior to the deceased employee’s death in order to qualify for a 
child’s annuity. 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That the first sentence of section 5 (1) (1) of the 
Railroad Retirement Act of 1937, as amended, is amended by inserting therein, 
immediately after the word ‘‘respectively’’, a comma and the following: ‘except 
that, notwithstanding the provisions of section 209 (k) (3) of the Social Security 
Act, an adopted child of a deceased individual whose death resulted suddenly 
from an accident shall not be required to have been an adopted child for twelve 
months immediately preceding the month in which such individual died’’. 

Sec. 2. The amendment made by this Act shall be effective as though it had 
been enacted on July 31, 1946. 


APRIL 24, 1951. 
Hon. JAMes E. Murray, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington 25, D. C. 


Dear SENATOR Murray: This is the report of the Railroad Retirement Board 
on the bill S. 1347 to amend the Railroad Retirement Act now pending before 
the Senate Committee on Labor and Public Welfare. 

The Board believes that benefits under the Railroad Retirement Act should be 
increased. [Ever since the summer of 1946 when the present inflationary period 
began, the Board, the standard railway labor unions and many Members of Con- 
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gress, have been seriously concerned with the inadequacy of the benefits under 
the Railroad Retirement Act to cope with the increased cost of living. The 
formula for computing retirement annuities under the act was adopted in 1937, 
when the amount of the annuity bore some reasonable relationship both to cur- 
rent wages and to the cost of living. In view of the rise both of wages and the 
cost of living since that time, a change in the formula so as to produce higher 
benefits become imperative. Similarly, the formula for computing survivor bene- 
fits, though adopted by Congress in 1946, was in fact established long before the 
beginning of the present inflationary period, namely in the spring of 1944 when 
the first bill to provide benefits for survivors of railroad employees was introduced 
in Congress. Consequently, a change in this formula so as to produce higher 
benefits has also become imperative. Although the amendments made to the 
Railroad Retirement Act by Public Law 744, Eightieth Congress, provided a 20- 
percent increase in retirement annuities (which increase was iné ude quate to cope 
with the constantly increasing cost of living) such amendments provided no in- 
crease whatever in the survivor benefits. 

The railroad retirement system is financed by a tax of 6 percent of wages up 
to $300 a month on employees and a like amount on their employers. This tax 
rate is scheduled to increase to 6% percent on each side beginning next January. 
The Board believes that the payroll tax on employees and their employers for the 
maintenance of the railroad retirement system should not now be increased and 
that if benefits are to be increased, and the Board believes that they should, 
method to finance the added cost by other than increasing tax rates must be 
provided. 

The Board has examined all the bills introduced in this session of Congress to 
increase benefits under the Railroad Retirement Act on the basis of the following 
three tests: 

1. The increase in benefits must be in conformity with the high payroll taxes 
paid by railroad employees and their employers for the maintenance of the system; 

2. The added benefits must be financed by a method other than increasing tax 
rates; and 

3. The added benefits and the method of financing them must be such as not to 
affect the financial soundness of the system. 

Of all the bills above mentioned, the bill S. 1347 is the only one which meets 
all the three tests and makes many other improvements as follows: 

(1) It provides a generally well-rounded system of retirement and survivor 
benefits, which are analyzed in detail in exhibit (A) hereto attached. 

(2) It takes cognizance of the fact that the tax rates for the maintenance of the 
railroad retirement system are higher than those for the maintenance of the social- 
security system and, accordingly, provides not only higher benefits than under 
the social-security system, but guarantees in addition that in no ease shall the 
benefits under the Railroad Retirement Act be lower than the benefits or addi- 
tional benefits which would be payable under the Social Sec urity Act if service 
covered under the Railroad Retirement Act were “employment” under the Social 
Security Act. 

(3) It takes account of the growing disparity between increased wage rates and 
retirement benefits by increasing the creditable and taxable compensation from 
$300 to $400 a month. This increased monthly creditable amount will be reflected 
both in retirement and survivor benefits, and will result in additional revenue. 

(4) It meets the demand of many railroad workers for the crediting of their 
service after age 65 by providing such credit with respect to awards made after 
the date of enactment of the bill, even though such service was rendered prior to 
such date. 

(5) It meets the demand which has often been made upon the Board by em- 
ployees who elected joint-and-survivor annuities, and whose wives predeceased 
them to restore the annuity in such cases to the original amount. 

(6) It solves a problem which developed since the enactment of the Social 
Security Act, and is threatening to become serious. The railroad industry quite 
often offers employment to casual workers for short periods of time. These 
casual workers do not make railroading their careers, so that after working 30 or 
40 years in their lifetime, their total work in railroad industry is seldom as much 
as 10 years. The problem created by such casual workers is solved by a provision 
transferring their benefit rights to the Social Security Act, as is more fully 
explained in exhibit (A) 

(7) It utilizes the savings to the old-age and survivors insurance trust fund, 
resulting from the existence of the separate railroad retirement system, as is 
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explained in exhibits (A) and (B) to assist meeting the cost of the increase in 
benefits. 

Attached hereto and made part hereof are exhibits (A) and (B). Exhibit (A) 
is an analysis of the bill S. 1847 in general terms and in detail and exhibit (B) 
is a statement of the cost of the bill 8. 1347. 

It appears from exhibit (B) that there is a difference of about 1% percent 
between the total tax rate and the estimated actuarial level cost of the system 
as it would be amended by the bill. But in the Board’s opinion this does not 
require an increase in the tax rate to maintain the system on a financially sound 
basis. The railroad retirement system was in a similar position in 1946. During 
the hearings on the bill which was later enacted as Public Law 744, Eightieth 
Congress, it was shown that the increase in retirement annuities then proposed 
would result in a total cost of a little over 1 percent above the established tax 
rate. Then, as now, the Board concluded that the enactment of the 1948 amend- 
ments would not impair the financial soundness of the railroad retirement system. 
Congress was of the same opinion, and the 1948 bill was enacted. Within a very 
short time thereafter, both the Board and the Congress were vindicated. The 
latest actuarial valuation of the railroad retirement system showed it to be 
finanically sound. 

The Board, therefore, approves and urges the speedy enactment of the bill 
S. 1347. A separate statement by one member of the Board will follow. 

Due to the urgent request of your committee, time has not permitted submis- 
sion of this report to the Bureau of the Budget. When we have received the 
comments of that Bureau, we shall forward them to you. 

Respectfully submitted. 

Wiiu1aM J. KENNEDY, Chairman, 


SEPARATE STATEMENT OF F. C. SQUIRE, MEMBER, RAILROAD RETIREMENT BOARD 


I cannot concur with the majority of the Board in favoring 8. 1347 in its present 
form. 

I do agree in principle with the apparent intent of the bill to provide for a 
measure of coordination between the railroad retirement system and the social- 
security system, and to use the resulting savings to liberalize the benefits to rail- 
road workers. I have advocated for several years that some such general step 
should be taken in order to decrease the cost to the railroad retirement system of 
the benefits provided for in the Railroad Retirement Act. The resulting savings 
that would thus afford additional financing would probably be in the neighborhood 
of $100,000,000 a year on a “‘level’”’ basis. 

I oppose the bill because I think it goes much too far in its liberalization of 
benefits and will put the railroad retirement system in a position of unsoundness. 
The increases in benefits for which the bill provides would add about $180,000,000 
a year to the cost of the system, or about $80,000,000 in excess of the savings that 
would result from the proposed coordination if actually made effective. Since the 
system is now just about in balance, this would mean that we would be incurring 
a deficit of about $80,000,000 a year immediately the bill became effective. 

I regard the bill as objectionable also because of its failure to provide definitely 
for such coordination with social security as may be intended. While it provides 
definitely for the increased costs of $180,000,000 it leaves to mere inference the 
intent that the railroad retirement system will receive anything from social secur- 
ity. Clearly that is something which should be made certain and not left to mere 
inference. 

I oppose the bill with respect to the manner of effecting coordination with 
Social Security. In my opinion the coordination should be brought about in 
some such way as was contemplated with respect to survivor benefits in the 1946 
amendments to the Railroad Retirement Act. This would eliminate the present 
inequity of ‘‘dual’’ benefits and discrimination against the man who spends his 
entire life in the railroad industry as compared with one who shifts back and forth 
from one system to the other and is qualified for retirement annuities under both. 
Only in this manner can the maximum saving (about $25,000,000 a year more 
than is possible under the bill) to the railroad retirement fund be accomplished 
by reason of the lower cost of the social-security system, and maximum benefits 
accordingly be provided to railroad employees within the present tax rate. 

The only money available for the railroad retirement system is the amount 
now in the fund plus future taxes and plus the savings to be obtained from coordi- 
nation with social security. I differ from the bill in that I would not spend so 
much of the available total on survivors. The bill proposes increasing survivor 
benefits by amounts that average over 80 percent. In my opinion this is much 











70 RAILROAD RETIREMENT LEGISLATION 


more than is justified. Furthermore, most of the demand has been for increasing 
employee annuities. I would give survivors exactly the same benefits as social 
security. As the result of the recent liberalizing of the Social Security Act, this 
would mean an increase of over 40 percent over our present Railroad Retirement 
Act benefits for survivors. Moreover, the survivor benefits I suggest could be 
administered much more simply than those provided in the bill and the revisions 
in the present law would be simpler and more straightforward. 

The following are some specific comments I wish to make on 8. 1347: 

1. Last regular actuarial valuation.—It should be borne in mind that the last 
regular triennial actuarial valuation showed that on a level basis the cost of the 
benefits provided by the present law exceeds the taxes provided by the present 
law by 0.3 percent of payroll, or about $15,000,000 per year. While this was as 
of December 31, 1947, the calculations were completed late enough so that they 
took into account the 20-percent increase in retirement annuities and the resto- 
ration of residual payments provided for in the 1946 amendments to the Rail- 
road Retirement Act, and also took into account wage levels approximately equal 
to those of 1949. 

2. Actuarial estimates should be checked by the Actuarial Advisory Committee.— 
The law makes it the duty of the Board to have the Actuarial Advisory Com- 
mittee examine and report upon actuarial reports and estimates made by the 
Board. The Board does call upon the committee in connection with the routine 
triennial valuations. Now, when amendments are proposed by 8S. 1347 that will 
increase cost by more than $180,000,000 a vear, it is vastly more important that 
the judgment and advice of the independent actuaries of the committee be 
obtained. 

3. The unfunded accrued liability of the railroad retirement system will be increased 
by above $1,600,000,000 by S. 1347.—In its reports upon the last two routine valua- 
tions, the Actuarial Advisory Committee criticized the continued increases in the 
unfunded liability and warned against further increases unless provision is made 
to amortize the liability. The trend of the unfunded accrued liability is shown 
below: 


RMR yi cxinsicaaie xe martes thew ord Meat 
Dec. 31, 1941_.-.- an 


$3, 389, 095, 264 
ieuamn J eau ctestdan Spa ey Uy OOD 


Dee. 31, 1944___-- ; . 2 * alata t, 331, 020, 000 
Dec. 31, 1947 (includes effect of 1946 and 1948 amendments)__ 7, 382, 600, 000 
Dec. 31, 1950, including effect of S. 1847____._______- _.... 9, 000, 000, 000 


Under 8. 1347 there will be no excess of taxes over benefits to permit amorti- 
zation. On the contrary, the taxes will be inadequate to meet the costs on a level 
basis, so that the unfunded liability will be constantly increasing. 

The existing unfunded liability of about $7,380,000,000, which would be 
increased upon enactment of this bill to about $9,100,000,000, constitutes a 
burden upon the younger employees of today and all future employees over and 
above what they would have to pay if they had to meet the expense of only their 
own insurance. I am opposed to saddling upon these present younger employees 
and upon future employees any more burden than is necessary. 

Many people think the $2,300,000,000 balance now in the railroad retirement 
account warrants increasing benefits. They overlook the unfunded liability men- 
tioned above. Compared with either receipts or disbursements, the reserve fund 
of the railroad retirement system is lower than that of social security, civil service 
retirement, Canal Zone, or Alaska Railroad. 

4. Cost of benefits proposed in S. 1347 will exceed by $80,000,000 per year the 
income from taxes plus transfers of funds hoped for from social security on a ‘‘level”’ 
basis.—Even according to the not very conservative estimates of our actuaries, 
the “level” cost of the bill would be 14.13 percent of the taxable pay rolls, as 
compared with income: from taxes of 12.5 percent. The deficiency when ex- 
pressed in percentage may not sound great—it is only a little over 1% percent— 
but it means a shortage of about $80,000,000 per vear. Therefore, the system 
would be financially unsound even disregarding the failure to provide any al- 
lowances for amortization of the growing unfunded liability. For some years to 
come, the people who will benefit from the liberalizations proposed in 8. 1347 
are those already on the annuity rolls and those who will retire within the next 
few years. If it were the tax money that they have paid (and the matching 
amount that has been paid by the railroads) that would be paid out or risked for 
these liberalizations, that would be all right. But it is the money of the employees 
who are not going to retire for many years yet that would have to be used to pay 
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extra benefits to the older ones who have already retired or are now nearing 
retirement. 


5. The estimate of cost of 14.13 percent of pay roll is not conservative—(a) The 
estimate is based on retirement rates that contemplate that the full-age annui- 
tants will retire at ages averaging about 67%. That is all right for the present 
because those retiring today do so at ages averaging {about 67%. But 


estimates necessarily take into account the distant future. Our law permits full 
annuities at age 65. More and more railroads are requiring their employees not 
under labor agreements to retire at 65. If the average age of those retiring 
should drop only from the present 67% to 66, it would increase the cost of the 
system about $25,000,000 a vear over the present estimate. No allowance has 
been made for such a possibility. 

(b) The mortality rates used in the estimate of cost are based on our experience 
in the last several years and that would be all right as long as that experience 
continues. But, unlike a life insurance system which benefits financially as 
longevity increases, an annuity insurance system loses financially. If the rail- 
road age annuitants should commence to live 1 or 2 years longer, the increased 
cost to the railroad retirement system would be several tens of millions of dollars 
avear. That would be offset in part by a saving in a lesser number of disabilities 
that would probably come from the same improvement in health and medical 
care. Nevertheless, there is the possibility of substantial increases in cost im 
this respect, for which no allowance is contained in the estimate of cost. 

(c) The estimated cost of 14.13 percent is based on the assumption that pay 
rolls in the future will average $5,200,000,000. This estimate assumes some 
years hence a reduction of about 10 percent in the number of railroad employees. 
While I hope that it may turn out to be no worse than that, I think it by no 


means consérvative to rely on such a future. In the last 25 years there has been 


a reduction of about 25 percent in number of railroad employees. The estimate 
of cost does not allow for a reduction consistent with past experience. 

(d) Amounts aggregating about 1.50 percent of payroll (or $75,000,000 per 
vear) have been deducted in arriving at the level cost estimate of 14.13 as estimates 
of the savings in benefit payments principally by reason of the $50 a month work 
clause. Ido not question the potential savings but I feel that the estimated actual 
saving is too optimistic. Recipients of benefits will not always report the receipt 
of earnings of $50 or more in a month, because of ignorance of the law, inadvert- 
ence, carelessness or other reasons and there is no penalty imposed for failure to 
make such report. Therefore, the Board must make such investigations as are 
practical. There are 350,000 adults receiving monthly annuity checks from us 
Our principal check would be to obtain periodie reports of earnings from social 
security. By the time we thus learned that an annuitant had also been earning 
over $50 per month, 6 months to a vear would have elapsed and he would have 
received, say $500 to $1,000 in annuities to which he was not entitled and which 
the Board has the discretion to recover or not recover. The man is old, and if 
apparently not too literate and he pleads ignorance and no other income, it is 
rather difficult to recover the $500 to $1,000 by withholding from his future annui- 
ties. In my judgment the $75,000,000 is too high an estimate of savings. 

6. Does the higher earning employee really want his maximum creditable and tar- 
able compensation per month raised from $300 to $400?—Presumably, the inere 
from $300 to $400 in the maximum creditable and taxable compensation serves a 
dual purpose, (1) to increase the annuities of emplovees earning over $300 and 
provide some additional funds for distribution to those in lower brackets. 

It is not my purpose to discuss the advisability of increasing the tax load on 
employers, but it is of interest to point out what the employee would have to pay 
and what he might receive from such payment. 

Take the case of an employee now earning over $400 per month who will retire 
2 vears after the effective date of 8. 1347. The change to $400 maximum will 
make him pay $6.25 more taxes per month during those 2 years, or $150. In re- 
turn his monthly annuity will be increased $2.80, assuming he has 30 vears of 
service. If he dies at the end of the 2 years, his widow’s monthly annuity after 
she is 65 would be increased by $1.18, assuming that he has had continuous service 
since 1936. 

Take the case of an employee now earning over $400 who will retire 10 years 
after the effective date of 8. 1347. The change to $400 maximum would cost him 
$6.25 per month during the remaining 10 years that he will work. In return his 
monthly annuity when he retires 10 years hence would be $14 greater. If he dies 
at the end of the 10 years, the monthly annuity for his wife after age 65 would be 
$4 greater. 
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Under the present law and also under S. 1347 employees whose ‘‘average com- 

pensation’ as defined in the act, is over $150 per month, receive proportionately 
less benefits compared with their taxes than do those whose earnings have been 
less \ttempting to increase their annuities by adding another bracket, $300 to 
$400, simply increases the discrimination that already exists against them by 
reason of the “bent” annuity formula. A very small ‘“‘unbending”’ of the “‘bent’’ 
formula by increasing the annuity factor for the bracket over $150 by only 0.1 
percent would increase monthly annuities by amounts varying up to $4.50 (or 
more when more than 30 years may be counted) without requiring employees to 
pay additional taxes. Total cost of the 0.1 percent increase in the upper bracket 
would be about 0.2 percent of payroll or $10,000,000 per year but would help 
decrease the existing discrimination against the higher earning employees who 
have been getting and are getting decidedly the short end considering the taxes 
they pay. In my opinion this change should be made and offset by reductions 
in some of the overly liberal survivor allowances in the bill. 
7. Proposal to include wages and service after 65 in the computation of annuities 
would increase the cost of the railroad retirement system by $10,000,000 per vear. 
Under the present law credits stop at age 65 but taxes continue if a man continues 
working. Many have complained that the present law is unjust in this respect, 
but this feeling comes from only superficial consideration. 

I believe it comes in part, at least, from the fallacious thinking that railroad 
employees when they retire today have paid for what they get. (In the amount 
paid I include not only the retirement tax deducted from the employees’ pay 
checks but also the matching amounts paid by the railroads The fact is that 
most of those retiring today and in the near future will have paid for only part of 
what they get. This is because most of them draw benefits based in substantial 
part on service before taxes commenced in 1937 and also because for many years 
their tax payments were inadequate for the schedule of benefits which the law 
now gives them after the 1946 and 1948 amendments. 

Such benefits are partly at the expense of the younger employees and future 
employees in that they will have to pay higher taxes or get less pensions than they 
otherwise would. Hence, it seems to me that it would be unjust to the present 
younger employees and to future employees to grant now the desire for credits 
after age 65. 

Fifteen or 20 years from now, when the majority of those then retiring will 
have paid taxes for all their creditable vears, it may well be that justice would 
dictate that they should then be credited with service after 65. 

Attached are a few illustrations of men retired in December 1950 at ages over 
65. Comparison of columns 6 and 8 indicates that those retiring now are already 
getting several times what they have paid for, and that the same is true if the 
amount show in column 6 is doubled so as to include also the tax paid by the 
railroads. The amount by which the benefits exceed the taxes, except for interest, 
must be provided at the expense of the present younger and future employees. 
Column 9 plus column 10 show the increases provided in S. 1347 over and above 
the present annuities shown in column 7, The part shown in column 10 is what 
would be added by crediting wages and service after 65 in accordance with the 
provision in the bill to which I object. 


Retirement taxes paid In- 
by annuitant Value | crease 

of his | in an- 

annuity; nuity 


Addi- 
tional 
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crease 
pro- 
duced 


Years Present) ‘and | under 
credit rail- 


re we. 1967 
ge at able road od loss 
Occupation etire vivors’ | with- 


service retire- } Ate by 
ment : ae = . venefits out redit 
through) Before After Total ment under | credit- credi 


age 65 | age 65 | age 65 annuity pres- ing ing 


ent service 
law after 


65 


service 
after 
65 | 


(4) 5 (7) (8) (9) (10 


Station agent 27 $26 | $1,382 | $1,408 | $81.75 | $7,078 $30 
3 


Yard engineer 30 99: 629 1,622 | 106.11 | 13, 295 35 
Station agent 7 0 SYS 373 1, 27 92.68 | 11, 665 33 
Shop helper 3 20 237 832 1, 069 60. 00 6, 867 22 
Railroad freight conductor 30 1, 687 216 1,903 | 127.63 | 16,813 38 


1 The figures in columns 9 and 10 include allowance for the average amount of a wife’s annuity. 
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8. 8S. 1347 relaxes a number of controls that are in the present law for the pur- 
pose of preventing payment of improper claims 
(1) The present requirement that to be eligible a parent must have been 
‘wholly dependent” is changed to ‘‘one-half his support,’’ and the requirement 
that he file proof of dependency within 2 years after the death of the employee is 
eliminated. This could permit filing claims 10 or 15 years later when the checking 
of the claim of dependency might be impossible. 
(2) Under the present law a widower is not eligible for a survivor’s annuity. 
S. 1847 would make the widower eligible when he reaches age 65 if at the time of 
his employee-wife’s death or retirement he was receiving one-half his support 
from her. She might have died or retired many years earlier and at that time he 
might have been only temporarily partially dependent upon her. Furthermore, 
there is no time limit within which claim need be made so that the Board could 
check the claim as to dependency. Nor do I see any provision to protect against 
cases where the claimant was only temporarily dependent upon his wife at the 
time of her death or retirement. 
The social-security amendments of 1950 made widowers eligible and presumably 
5. 1347 wishes to be as liberal. But 5. 1347 is more liberal in three respects than 
social security, (a) it does not require proof of dependency within 2 years, (5) 
requires only ‘‘completely insured’”’ instead of both ‘‘completely insured’’ and 
partly insured,” and (c) does not require that death take place after August 
1950. 

3) Similar remarks to those made in (2) apply with regard to a husband’s 
benefits. 

9. Dual benefits are not eliminated by 8. 1347, although they would be reduced 
for some years to come by the provision for reducing the allowable prior service 
in such cases. Later, however, this discrimination in favor of the part-time 
railroad employee as against the man who has spent his entire working life in 
railroad service will again come into full play. Aside from curing this discrimina- 
tion, elimination of dual benefits would save about $25,000,000 per year on a 
level basis for the benefit of those justly entitled to something. Dual benefits 
can be entirely eliminated only by coordinating the employvee’s annuities with 
social security as was done as to survivors’ annuities when they were introduced 
in the 1946 amendments, and only in that way can this possible saving of 
$25,000,000 be accomplished and the discrimination against the full-time railroad 
worker ended. 

10. Other unjustified liberalizations. 1) Under the present law an annuity 
can be made retroactive for not more than 60 days prior to application therefor. 
The bill proposes to lengthen the retroactive period to 6 months. This change 
was made to keep up with similar liberalization made in social security by the 
amendments of 1950. However, the railroad retirement system covers disability, 
and I think it improper to ask the Board to determine disability as of 6 months 
before the Board is notified and given opportunity to have the claimant examined. 

(2) S. 13847 provides that an employee annuity that has been reduced because 
the employee made a joint-and-survivor election, shall be increased if the wife 
predeceases the employee-annuitant. Following the 1946 amendments joint-and- 
survivor elections were canceled unless specifically confirmed. What the bill 
proposes would be equivalent to letting those who at that time confirmed their 
election eat their cake and have it too. It also would be unfair to future members 
of the railroad retirement system who must suffer the expense. 

As stated at the beginning, I am not in disagreement with the ultimate objective 
of the bill, namely, to bring about greater coordination between the railroad re- 
tirement system and the social-security retirement system and to utilize the 
resulting savings to the former system in liberalizing railroad retirement benefits. 
My principal objection goes (1) to the failure of the bill to make definite provision 
for the intended coordination between the two systems, (2) to the manner and 
extent to which it apparently contemplates that the coordination shall be effected, 
and (3) to the increases in benefits which are much greater than finances that will 
be available. 

F. C. Squire, Board Member. 


EXHIBIT A 
ANALYSIS OF 8S. 1347 


A. GENERAL DISCUSSION 


The bill S. 1347 increases retirement annuities by 13.8 percent on the average; 
minimum retirement annuities by 14 percent when based on years of service and 
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by 13.4 percent when based on a flat amount; and retirement pensions by 15 
percent. The bill provides credit for service after age 65 in all future awards, 
regardless of when such service was rendered; increases the maximum creditable 
and taxable compensation (with respect to compensation paid after December 
31, 1951) from $300 to $400 a month, for both retirement and survivor benefits: 
and provides an annuity for a spouse of an employee equal to one-half of the 
employee’s annuity or pension, up to $50 a month, but only when the employee 
and his spouse are both age 65 or if, when the spouse is a wife under age 65, she 
has in her care the employee’s child under the age of 18. 

Eligibility for all benefits under the act (other than the residual lump-sum 
guaranty), whether to the employee or to those deriving from him, is conditioned 
by the bill upon the employee’s having completed 10 years of service (including 
service before 1937). Upon the retirement or death of an employee who com- 
pleted less than 10 years of service, benefits to him, to those deriving from him 
during his lifetime, and to his survivors, will be payable under the Social Security 
Act. For such cases, and for the purposes of the work clause in the Social Se- 
curity Act for all cases, ‘““employee’”’ service will be deemed ‘‘employment’”’ under 
that act. In the s adjustme nts that will be made between the railroad retirement 
and the social-security systems the latter will be allowed compensation for the 
employer and employee taxes it would have received in such cases if such service 
had been “‘employment”’ for tax purposes. Such emplovees will retain the 
benefit of the residual lump-sum guaranty in case the total of the benefits paid 
in such cases under the Social Security Act is less than the taxes which the 
employee paid (plus an amount in lieu of interest) under the Railroad Retirement 
Tax Act 

The adjustment between the two systems, mentioned in the preceding para- 
graph, is not exclusively related to the transfer to the social-security system of 
persons who have completed less than 10 years of service. Rather it is an over- 
all adjustment to compensate the railroad retirement system for the savings it 
affords to the social-security system from the separate existence of the former. 
The recoupment of these savings contributes to making it possible to increase 
benefits as provided in the bill without affecting the financial soundness of the 
railroad retirement system. The bill, in substance, declares it to be the con- 
gressional policy that the social-security system shall neither profit nor lose from 
the existence of the separate railroad retirement system. Because the railroad 
retirement system covers an older group and a group which is in other respects 
a higher-cost segment of the national working population, it has achieved sav- 
ings to the social-security system by removing that higher-cost segment from 
the coverage of that system. The bill utilizes these savings for increasing bene- 
fits under the railroad retirement system without increasing the tax rates for 
= maintenance thereof. 

Under the present law, a retired employee cannot work in the railroad industry, 
or for the person by w hom he was last e mployed nen his annuity began, without 
giving up his annuity for the months he so works. Under the bill, he will also 
have to give up his annuity for any month in which he earns more than $50 in 
work covered by the Social Security Act, except that this provision will not apply 
to a disability annuitant before he attains age 65. Until that age, an individual in 
receipt of a disability annuity may earn up to $100 a month in work covered by the 
Social Security Act. The $50 restriction will not apply to work in which an 
annuitant is permissibly engaged before the amendment, that is, work which 
before the amendment did not result in forfeiting his annuity. Service before 1937 
will continue to be credited as under the present law except that an annuitant 
cannot get both a benefit based on such service and an old-age benefit under the 
Social Security Act. He will have to give up the lesser of the two, because the 
social-security formula is so weighted as in effect to allow credit for service before 
1937. 

The bill makes substantial increases in survivor benefits, includes among the 
survivor beneficiaries a widower, and a former wife divorced if she has in her care a 
child of the employee under age 18; and simplifies the procedure for calculating ¢ 
survivor’s insurance annuity by fixing it as an amount equal to 40 percent of the 
first $100 of the employee’s average monthly remuneration and 10 percent of such 
remuneration up to $300 a month if such average includes social-security wages 
or up to $400 if it does not, plus $1 for each year of “‘employee”’ service after 1936. 
A year of service is, as defined, 12 months of “employee” service, whether or not 
consecutive, except that the ultimate fraction of 6 or more months of service of an 
employee who has completed 126 months of service will count as 1 year. The 
survivor’s insurance annuity amount will be the same for a widow, widower, child, 
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or parent, except that if there is more than one child entitled to a survivor’s in- 
surance annuity, each child will receive only two-thirds of such annuity and one- 
third thereof will be divided among all such children in equal shares. 

Under the present law, if upon the death of an insured employee there is no one 
immediately entitled to monthly survivor benefits, there is payable an insurance 
lump-sum equal to 8 times ‘‘the employee’s basic amount”’ to the survivors of such 
employee. The bill changes that amount to 12 times the survivor’s insurance 
annuity in such cases and, in addition, provides for the payment of an amount 
equal to 4 times the survivor’s insurance annuity even in cases where the employee 
leaves survivors entitled to monthly survivor benefits immediately upon his death. 

If there should be some cases in which the benefits under the Railroad Retire- 
ment Act would be less than the amount, or the additional amount, which would 
be payable under the Social Security Act if the employee’s service were ‘‘employ- 
ment’ under the Social Security Act, the benefits under the Railroad Retirement 
Act would be increased to such amount or to such additional amount. 


B. DETAILED DISCUSSION 


The conditioning of eligibility for benefits under the Railroad Retirement Act 
upon completion by the employee of not less than 1) years of creditable service is 
first shown by section 1 of the bill which amends section 1 (f) of the Railroad 
tetirement Act. Under this amendment, the ultimate fraction of six or more 
months can be counted as | year of service only if the individual has completed 
125 months of service. Section 2 of the bill makes this condition a specific re- 
quirement for eligibility and, because of this, eliminates, as superfluous, the 10 
vears of service requirement (in the first sentence of par. 5 of see. 2 (a) of the 
Railroad Retirement Act) for a disability annuity. The same condition appears 
in section 24 (d) and (e) of the bill which require the completion of 10 years of 
service for an insured status under the Railroad Retirement Act for the purpose 
of survivor benefits. 

The bill changes the present work clause in the Railroad Retirement Act. 
With respect to disability annuitants, the present law conclusively presumes 
recovery from disability if the annuitant, though still physically disabled, earns 
more than $75 in each of six consecutive calendar months. In such cases the 
annuity ceases, and when the annuitant’s earnings drop to the permissible amount 
his annuity is not restored automatically as in the case of a straight work clause; 
he has to apply for a new annuity and again establish disability. These complica- 
tions are avoided by sections 2, 4, and the new subsection (e) provided in section 
5 of the bill. Section 2 eliminates the $75 provision referred to earlier, section 4 
provides that an individual in receipt of a disability annuity before age 65 will not 
forfeit his annuity for any month in which he earns no more than $100 in employ- 
ment covered by the Social Security Act (but he will lose the annuity for any 
month in which he works for an employer under the act or for the last person by 
whom he was employed before his annuity began regardless of the amount earned), 
and the new subsection (e) provided by section 5 of the bill defines what was re- 
ferred to earlier as ‘““employment covered by the Social Security Aect.’’ Upon 
attainment of age 65, a disability annuitant, the same as all other individuals in 
receipt of annuities under the act, will be subject to a $50 work clause similar to 
that contained in the Social Security Act. Section 27 (e) of the bill, however, 
contains an exception which makes the new $5 work clause inapplicable to work 
in which an annuitant is now engaged if it is the kind which does not now result in 
his forfeiting the annuity. The reason for this exception is that many annuitants 
now on the rolls may have decided to retire when they did relying on the provisions 
of the present law permitting them to engage in employment other than for an 
employer under the act or for the last person by whom they were employed before 
their annuities began. Accordingly, an applicant for a retirement annuity had 
reason to assume that he would have a source of income in addition to the annuity, 
and he may have made plans for his old age on this basis. 

Section 3 of the bill amends section 2 (e) of the act to permit a retirement 
annuity to begin to accrue 6 months prior to the date on which the application is 
filed, assuming, of course, that the applicant is otherwise eligible. There are two 
reasons for this change. Experience has shown that in many cases employees 
have failed to file their applications for as long as 6 months or more after they had 
ceased compensated services. The other is that section 9 of the bill provides an 
over-all minimum; that is, if the amount of an employee’s annuity is less than he 
would receive as an old-age insurance benefit under the Social Security Act if his 
“employee” service were ‘‘employment’’, his annuity is to be increased to the 
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greater amount. Under the Social Security Act, however, an old-age insurance 
benefit may begin as early as on the first day of the sixth month preceding the 
month in which the application is filed. Consequently, in a case in which an 
employee fails to file his application under the Railroad Retirement Act for six 
or more months after he has ceased all compensated service, the problem would 
have arisen as to whether the employee who, under the Social Security Act, would 
have received old-age insurance benefits for 6 months prior to the month in which 
the application is filed should be paid annuities under the Railroad Retirement 
Act for such months even though under the Railroad Retirement Act his annuity 
ould not begin earlier than 2 months before the day on which his application was 
filed. The amendment made by section 3, therefore, which makes possible the 
beginning of the annuity as early as 6 months before the date on which the appli- 
eation is filed, eliminates this problem. 

[t should be noted, however, that 6 months before the date on which the appli- 
cation is filed could be a day after the first of the month; and in such case the 
problem would still exist with respect to the first month in which the annuity 
begins to accrue. The sponsors of the bill did not wish to depart from the long- 
established principle under the Railroad Retirement Act that an employee's 
annuity may begin to accrue on the day following the last day of his compensated 
service. To avoid the administrative problem of applying the over-all minimum 
formula to the annuity which begins to accrue on other than the first of the 
month, the proviso in section 9 of the bill limits the application of the over-all 
minimum to benefits accruing for an ‘‘entire month’. The effect of the phrase 
“entire month” is that, even if the employee is entitled to an annuity for an entire 
month but his spouse’s annuity begins on a day after the Ist of the same month, 
the over-all minimum will not apply with respect to such month. 

Section 5 of the bill adds to section 2 of the act four new subsections. The 
first, the new subsection (e), was discussed earlier. The new subsections (f), (g) 
and (h) provide an annuity for the spouse of an employee equal to one-half the 
employee’s annuity, but not in excess of $50 per month. The first proviso of the 
new subsection (f) avoids an inequity which would occur if the spouse’s annuity 
were one-half of an annuity that has been reduced by reason of retirement before 
age 65. The employee in such case has already paid for the earlier beginning of 
his annuity by accepting a reduced annuity under section 2 (a) 3 of the Railroad 
Retirement Act. Consequently, if the spouse’s annuity were one-half of the 
reduced annuity, the employee would be paying twice for the privilege of having 
his annuity begin between age 60 and 65. The phrase ‘or recomputed’’, in the 
first proviso, has special significance. It is provided in section 7 of the bill that, 
if an annuitant at any time becomes entitled to an old-age insurance benefit 
under the Social Security Act, his annuity shall be reduced in such manner as to 
be based only on service and compensation after 1936; but if such a reduction in 
the annuity would be by an amount greater than his old-age insurance benefit 
his annuity shall be reduced by the smaller amount; that is, by the amount of 
the old-age insurance benefit. In a case in which an individual was awarded a 
reduced annuity under section 2 (a) 3 and is not entitled to an old-age insurance 
benefit under the Social Security Act when he attains age 65, his wife’s annuity 
when she attains age 65 will be one-half of the amount to which he would have been 
entitled had his annuity been awarded to him when he attained age 65. If, some- 
time later, he does become entitled to an old-age insurance benefit, his annuity 
will then be recomputed in accordance with the proviso in section 7 of the bill and 
his wife’s annuity will likewise be reeomputed to be one-half of the smaller annuity. 
To compensate the wife for this reduction, however, the second proviso of the new 
subsection (f) permits her to retain also the wife’s benefit under the Social Security 
Act, which is one-half of her husband’s old-age insurance benefit. 

The second proviso in the new subsection (f) also makes certain that in the event 
the wife’s benefit is lost under the Social Security Act because she is entitled under 
that act to another monthly benefit in excess of the wife’s benefit, the reduction in 
the wife’s benefit under the Railroad Retirement Act will be such as to permit her 
to retain an amount equal to the full wife’s benefit under the Social Security Act. 
This proviso will be applied as follows: If the wife’s benefit under that act is, say, 
$30, which is lost to her because she is also entitled to a parent’s benefit under that 
act in the amount of $40, the reduction in the wife’s benefit under the Railroad 
Retirement Act will be only by the excess of the parent’s benefit over the wife’s 
benefit, which is $10; if instead of being entitled to a parent’s benefit of $40 in the 
same example, she should become entitled to an old-age insurance benefit of $20 
by reason of which a wife’s benefit is reduced to $10, the reduction under the 
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Railroad Retirement Act will be zero since the excess of the old-age insurance 
benefit over the wife’s benefit is zero. 

The new subsection (g) defines ‘spouse’? in terms which ordinarily would 
require that the spouse be married to the employee for a period of not less than 3 
vears immediately preceding the day on which the application for the spouse’s 
annuity is filed. Where this requirement applies, if the employee’s and the 
spouse’s applications should be filed when they are both 65! years of age, after 
exactly 3 years of marriage, the employee’s annuity could begin 6 months earlier 
(assuming he was otherwise eligible) but not the spouse’s annuity because 6 
months before the application was filed she had been married to the employee 
only 2% years. However, if the spouse is the parent of the employee’s son or 
daughter, the period of marriage to the employee is not material. 

In addition to marriage for at least 3 years or parentage of the employee’s son 
or daughter, the spouse must be a member of the same household as the employee 
or be receiving regular contributions toward support from the employee or the 
employee must have been ordered by a court to contribute to the spouse’s support. 
If the spouse is the husband of the employee, he must have been receiving at 
least one-half of his support from his wife at the time her annuity or pension began. 

The term “spouse” is defined in the same terms as husband and wife, respec- 
tively, under the Social Security Act, except that under the Railroad Retirement 
Act the husband is not required to file proof of support within any specifie period 
of time. Under the Railroad Retirement Act, it is possible for a woman employee 
to become eligible for an annuity at age 60. At that time her husband, even if 
he already were 65, would not be entitled to a husband’s annuity until his wife 
had attained age 65. He would probably not think of filing proof until 5 years 
later when the 2-vear period prescribed in the Social Security Act for filing proof 
of support would have passed and his right to an annuity would be forfeited 
solely on technical grounds. Therefore, since the filing of proof of support is 
merely evidence of dependence, it is deemed sufficient to submit such evidence 
whenever it will serve a purpose. That conclusion having been reached, serious 
doubt arises whether the requirement of the present law that a parent file proof 
of support within 2 years of the death of the employee is justified. Section 24 
(a) (3) of the bill eliminates that requirement. There is no prohibition, however, 
against filing proof of support whenever the husband or parent wishes to do so. 

By providing for the spouse’s annuity in section 2 of the act, the application 
for the spouse’s annuity will be subject to the same conditions as applications 
for other annuities under that section. The spouse, like the employee, will have 
to cease service for an employer and for the last person by whom the spouse was 
employed before the spouse’s annuity began, as provided in section 2 (a), and 
relinquish rights. to return to service as provided in section 2 (b). The spouse’s 
annuity beginning date will be subject to the provisions of section 2 (c); and the 
new subsection (h) of section 2, provided in section 5 of the bill, makes the 
spouse’s annuity subject to the same work-clause provisions in section 2 (d) as 
the annuitant’s, and in addition, a spouse’s annuity will not be payable in any 
month in which the employee from whom the spouse’s annuity is derived loses 
the annuity by reason of such provisions. 

A spouse’s annuity will terminate in effect, under the same conditions as a 
spouse’s annuity would terminate under the Social Security Act; and the term 
“absolutely divorced” in the new subsection (h) is intended to have the same 
meaning as the term ‘divorced a vinculo matrimonii”’ in section 202 (b) and (ce) 
of the Social Security Act. 

Section 6 of the bill changes the percentages of average monthly compensation 
to be multiplied by the years of service in the formula for determining the annuity, 
producing an increase in the amount by 13.8 per centum, on the average. At 
present these percentages applied to the average monthly compensation are 2.4 
percent of the first $50, 1.8 percent of the next $100 and 1.2 percent of the balance. 
The bill substitutes for these percentages 2.8 percent, 2 percent, and 1.4 percent 
respectively. For a $50 monthly compensation, the increase will be 16.7 per 
centum; for $100, 14.3 per centum; for $150, 13.3 percentum; for $200, 13.9 per 
centum; for $250, 14.3 per centum; for $300, 14.6 per centum; for $350, 14.8 per 
centum; and for $400, 15 per centum. The phrase “remainder of his monthly 
compensation”’ is limited by section 8 of the bill to $300 a month with respect to 
compensation paid through December 31, 1951, and to $400 a month with respect 
to compensation paid thereafter. 

Section 7 of the bill, by striking out paragraph 4 of section 3 (b) of the act, 
makes possible the inclusion of all service after age 65, subject to the maximum 
of 30 years as provided in paragraph (1) of section 3 (b) of the act. In addition 





78 RAILROAD RETIREMENT LEGISLATION 


to this amendment, section 7 provides against duplication of credit for prior 
service The amended Social Security Act is so weighted as, in effect, to give 
credit for service before 1937. In view of this, and since employees who now re- 
ceive credit for service before 1937 have not paid any taxes with respect to such 
service, the sponsors of the bill deemed it appropriate to continue to give credit 
under the Railroad Retirement Act for prior service, but only if the employee 
does not also receive an old-age benefit under the Social Security Act. Conse- 
quently, whenever an annuitant is or becomes entitled to an old-age insurance 
benefit under the Social Security Act, his annuity will be so computed or recom- 
puted as to base it entirely on service and compensation after 1936, except that 
the employee will be assumed to have met whatever service and other require- 
ments were necessary in the computation of the original annuity. Thus, if the 
original annuity was a reduced age annuity, the annuity based on service and 
compensation after 1936 will be computed as a reduced age annuity even though 
the employee has less than 30 years of service after 1936. If, however, the amount 
of his old-age insurance benefit, either as originally computed or as later reeomputed 
upon his application therefor, is less than the amount by which his annuity would 
be reduced as above stated, the reduction will be by the smaller of the two amounts. 
In the case of a pensioner, of course, the reduction will be only by the amount of 
his old-age insurance benefit since his pension is based on prior service only. The 
reduction in the annuity of a spouse of such an employee will be by an amount 
which would result in the spouse receiving one-half the annuity or pension the 
emplovee is receiving after such reduction. 

Section 8 of the bill increases the creditable monthly compensation from $300 
to $400 a month beginning with compensation paid after December 31, 1951. 

Section 9 eliminates the requirement of 5 years of service as a qualification for 
the minimum (since the bill now requires 10 years of service for eligibility), and 
increases the minimum annuity from $3.60 to $4.10 for each year of service, making 
$41 the lowest possible minimum unless the monthly compensation is less than 
$41, which is unlikely for an employee with as much as 10 years of railroad service. 
Where the minimum is based on a flat amount, the increase is from $60 to $68. 
The proviso in section 9 of the bill is in essence a guaranty that in no case will a 
benefit under the Railroad Retirement Act to an employee and to those deriving 
from him be less than the amount or the additional amount which would be 
payable under the Social Security Act if the individual’s service as an employee 
after 1936 under the Railroad Retirement Act were “employment” under the 
Social Security Act. To illustrate, if the total annuities to the employee and 
his spouse is $100 and if the employee’s service were ‘‘employment”’ the total of 
monthly benefits to the employee and his spouse under the Social Security Act 
would be $90, and such employee and his spouse have a child under the age of 18 
so that the monthly benefits to all three under the Social Security Act would be 
$110, the annuities of the employee and spouse would be increased proportionately 
to a total of $110. The same guaranty applies to annuities of survivors of an em- 
ployee; so that if the total of survivor annuities under the Railroad Retirement 
Act is less than would be the total of monthly benefits to such survivors if the em- 
ployee’s service were ‘“‘employment’’ under the Soci al Security Act, such total 
of annuities would be increased proportionate.y to such greater total. 

In the application of this proviso a number of problems had to be taken into 
account. Thus, an annuity under the Railroad Retirement Act may begin on 
some day during the month while a benefit under the Social Security Act always 
begins only on the first day of the month. In order to avoid the administrative 
problem of applying this over-all minimum guaranty to a part of a month, ~ e 
proviso is made applicable to ‘“‘any entire month”. That this will also apply to ¢ 

case in which the spouse’s annuity begins on some day during the month wd 
already been shown earlier. 

If an annuity is reduced as provided in section 3 (b) of the act (section 7 of the 
bill) or by reason of other payments based on creditable military service (as pro- 
vided in sec. 4 (i) of the act) the proviso of section 9 will be applicable to the 
annuity to which the emplovee is ‘‘entitled’’, that is, after such reductions. In 
both instances the employee is entitled only to the reduced annuity. 

A section 2 (a) 3 annuity toa male employee is reduced by one one-hundred-and- 
eightieth for each month that he is under age 65; and an annuity pursuant to a 
joint-and-survivor election is reduced to permit the payment of part of the em- 
plovee’s annuity to his surviving spouse (in addition to the survivor annuity pur- 
suant to section 5 of the Railroad Retirement Act). If the over-all minimum 
provided in section 9 were applied to the annuities so reduced the employee in 
each such case would receive greater benefit from the over-all minimum than is 
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intended or warranted. The language in the parentheses, therefore, avoids this 
possibility. 

In order to determine whether an employee is insured under the Social Security 
Act for the purpose of applying the over-all minimum, it will be necessary to apply 
the provision of that act. This will not be necessary, however, if the ‘mployee is 
completely or partially insured, in accordance with the provisions of section 5 
(1) (4), of the Railroad Retirement Act; in such case, he will be deemed to be fully 
or currently insured, respectively, under the Social Security Act. 

Section 203 (f) of the Social Security Act imposes penalties in addition to the 
work clause for failure to report earnings of more than $50 a month by individuals 
in receipt of monthly benefits under that act. The Railroad Retirement Act pro- 
vides no penalties in addition to the work clause. The question whether the over- 
all minimum would apply where no monthly benefit would be payable under the 
Social Security Act (because of this additional penalty provision) while the annuity 
under the Railroad Retirement Act would nevertheless be payable, is answered in 
the affirmative by the language in the parentheses. On the other hand, the over- 
all minimum provision will not apply with respect to a month in which the annui- 
tant (including a spouse annuitant) works for an employer under the act or for 
the last person by whom he was employed before the annuity began even though 
the amount earned is less than $50 or the annuitant is over 75 years of age. Under 
those conditions no annuity is payable under the act, and the proviso applies only 
for months in which an annuity accrues and is payable. The proviso in section 
9 will assume timely applications for the social-security benefits but section 27 (j) 
will not permit such assumption with respect to recomputation of the social- 
security benefit. 

Section 10 of the bill, by striking out section 3 (h) of the act, will make possible 
the recomputation of an annuity previously awarded on the basis of additional 
creditable service and compensation accumulated after the annuity has begun to 
accrue. While this amendment will not permit changing from one annuity to 
another, it will make increases in the same annuity possible in cases where the 
original annuity was based on less than 30 years of service. 

Sections 12 through 25 amend section 5 of the Railroad Retirement Act. Sec- 
tion 12 adds an annuity to a widower age 65 and provides that in no case shall the 
survivor’s insurance annuity of the widow or widower be less in amount than she 
or he received during the lifetime = the employee as a spouse’s annuity. The 
same provision is made in section 13 of the bill for a widow’s current insurance 
annuity. The term ‘‘widow” in section 5 (b) and 5 (i) (1) (iii) of the act will 
include a former wife divorced. (See sec. 24 (a) (2) (i) of the bill.) 

Under the present law a widow’s annuity is three-fourths of the “employee’s 
basic amount’’, a child’s and parént’s annuity is one-half of the “employee’s 
basic amount’’, and an insurance lump sum is eight times the “employee’s basic 
amount.’’ Many persons misunderstood the quoted term to mean the employee’s 
annuity when in fact it bears no relation to the employee’s annuity but is more 
nearly analogous to a primary benefit under the Social Security Act, and serves 
no purpose other than to arrive at a figure of which a fractional part is paid as a 
survivor benefit. The new term “‘survivor’s insurance annuity” will not be 
subject to such misunderstanding. Moreover, under the bill the widow, widower, 
child, and parent of a deceased employee will receive the same “‘survivor’s insur- 
ance annuity” rather than three-fourths and one-half, respectivel¥, of the ‘“‘em- 
ployee’s basic amount.”’ Since under present law an insurance lump sum is 
8 times the “‘basic amount”’ and a widow’s monthly survivor benefit is three-fourths 
of a basic amount, the insurance lump sum is 8 times four-thirds or 1025 times a 
widow’s monthly survivor benefit. To maintain approximately the existing re- 
lationship between the insurance lump sums and widow’s monthly survivor ben- 
efits the bill measures the insurance lump sums by 12 times a monthly survivor 
benefit (1024 being rounded out to 12). 

Section 14 of the bill provides that a child shall receive the full amount of the 
“survivor’s insurance annuity,” except that if there is more than one child surviv- 
ing the employee, each child shall receive two-thirds of the survivor’s insurance 
annuity and one-third thereof shall be divided equally among all such children. 

Section 15 provides against the payment of a parent’s annuity not only, as 
in the present law, if the e mployee died: leaving a widow or child but also if there 
is a surviving widower; and, for the reasons stated earlier, section 24 (a) (3) of the 
bill dispenses with the requirement of filing proof of support. The same section 
24 (a) (3) of the bill liberalizes the extent of the support required. 

Section 16 deals with a situation in which two or more children survive parents 
both of whom were employees and died insured. In such a situation, unless 
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special provision were made the amounts of the children’s benefits would vary 
depending on which child filed with respect to the death of which parent. In 
order to avoid such fortuitous variations in benefits section 16 provides that all 
children shall be deemed to apply for annuities with respect to the death of only 
one of such parents. In the selection of such one parent, however, this section 
requires that such parent be the one with respect to whose death the children 
would receive the largest possible annuities, regardless of whether the applications 
are filed at the same time. If the amount of the child’s annuity is the same with 
respect to each parent, the selection of the parent is immaterial. 

Section 17 of the bill includes a widower among those entitled to share in the 
insurance lump sum provided by paragraph (1) of subsection (f) of section 5 of 
the act, and in addition makes the following changes in the existing law: At the 
present time if an insured employee dies leaving no one entitled immediately to 
monthly annuities, a lump sum of eight times the basic amount is payable to his 
survivors in the order provided in that subsection. This insurance lump sum, 
however, is not payable if at the time of the employee’s death there is a survivor 
entitled to monthly benefits, except that if the total of the monthly benefits paid 
within 1 year of such death is less than the insurance lump sum of eight times the 
basic amount, the difference is then paid to his survivors in a certain order as 
provided in that subsection. The bill provides for the payment upon the death of 
an employee leaving no one entitled immediately to monthly benefits, an amount 
equal to twelve times the survivor’s insurance annuity to the same persons who 
are entitled under the present law to the amount of eight times the basic amount. 
\s has previously been pointed out, twelve times the survivor’s insurance annuity 
in lieu of eight times the basic amount will preserve approximately the same 
relationship between the insurance lump sum and a widow’s monthly survivor 
benefit as now exists. This section provides also for the payment of an amount 
equal to four times the survivor’s insurance annuity in cases in which an employee 
dies leaving survivors entitled immediately to monthly benefits. The payment 
of such a benefit in such cases corresponds to a change made in the Social Security 
Act by the 1950 amendments. In addition, if the total of monthly benefits paid 
to the survivors of the employee within 1 year after his death is less than an 
amount equal to eight times the survivor’s insurance annuity the difference will 
then be paid to persons in the order provided in the bill, so that survivers of an 
emplovee who leaves someone immediately eligible for monthly benefits cannot be 


paid less than they would have received if there had been no one immediately 
eligible for monthly benefits. 

Section 18 of the bill includes a widower among the beneficiaries of the residual 
lump-sum provided in section 5 (f) (2) of the act. With respect to the benefits to 
be deducted from the residual amount, a distinction is made between (i) monthly 


‘ 


insurance benefits paid to survivors on the basis of combined ‘‘employee’’ and 
“employment” service, and (ii) old-age insurance benefits to, and benefits to 
dependents of, indiv iduals with less than 10 years of service. In the latter case 
the deductions of the social-security benefit is only to the extent that it is based 
on “employee” service. The reason for the distinction is that in the case of 
survivor benefits paid under the Railroad Retirement Act, all of such benefits are 
deducted from the residual, including benefits based on the combined service. In 
order to avoid discriminating against individuals with ‘‘a current connection with 
the railroad industry’’ the act now provides that monthly survivor benefits paid 
under the Social Security Act on the basis of combined service should likewise be 
deducted. However, no retirement benefits are paid under the Railroad Retire- 
ment Act on the basis of combined service and hence there is no deduction of any 
such benefits in arriving at the residual lump sum. It would be inappropriate 
therefore to deduct more than the amounts attributable to railroad service and 
compensation when social security old-age benefits are paid on combined service 
to individuals having less than 10 years of railroad service. 

Section 19 of the bill is designed to avoid duplication of benefits either through 
receipt of more than one survivor benefit under the Railroad Act, or through 
receipt of a survivor benefit under that act together with any monthly insurance 
benefit under the Social Security Act, or together with a retirement annuity 
under the Railroad Act. An individual will receive the equivalent of the larger 
benefit, but not both. 

Section 20 of the bill provides a new formula for determining the maximum and 
minimum totals. If the total of annuities is more than $40 and exceeds an 
amount equal to two and two-thirds times a survivor’s insurance annuity the 
totals will be reduced to the smaller of the two amounts, but in no case to less than 
$40. If the total is less than $20, it will be increased to $20. All increases and 
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decreases will be made proportionately. The maximum will be applied only 
after an annuity has been adjusted by reason of other benefit payments and after 
reductions by reason of the provisions in subsection (i). The minimum, however, 
will be applied prior to such adjustment and deduction \fter applving the 
maximum provision, the total, if less than it would be under the proviso of section 
3 (e) of the act (as amended by sec. 9 of the bill), will be increased to the greater 
amount. Similarly, if after applying the maximum, the widow or widower 
should receive less than she or he received as a spouse’s annuity, the widow’s or 
widower’s survivor insurance annuity would be increased to the greater amount 

Section 21 incorporates the same work clause as is now in effeet under the 
Social Security Act in addition to the work clause in effect now under the Rail- 
road Retirement Act with respect to employment by an employer under the act. 

Section 22 extends the period for the beginning of a survivor’s insurance annuity 
to the month in which the individual became eligible even though the application 
therefor was not filed for as much as 6 months after each month. This section 
thus eliminates from the present law the provision that, if the application is filed 
more than 3 months after the month of eligibility, the annuity cannot begin earlier 
than the Ist of the month in which the application was filed. 

The effect of section 23 of the bill is to transfer to the social-security system 
all persons who at retirement or at death have completed less than 10 years of 
service under the Railroad Retirement Act, the spouses and children of such 
persons, and their survivors, with the same effect as if the service of such persons 
were included in the term ‘‘employment”’ in the Social Security Act. The bill 
makes a distinction between those considered to be career railroad employees 
and those who work casually in the industry from time to time. For this purpose 
some reasonable line must be drawn. The bill classes as not career railroaders 
those who at retirement or death have completed less than 10 vears of service. 
In order to make this provision applicable to noncitizen employees working, say, 
in Canada for an employer conducting the principal part of its business in the 
United States, section 23 provides that such service shall for the purposes of the 
Social Security Act be deemed to have been rendered within the United States. 
The same section changes the present provision of section 5 (k) (2) of the Act to 
declare it to be the policy of Congress that the old-age and survivors insurance 
trust fund shall be in no better and no worse position than it would have been 
if there had been no separate railroad retirement system. This policy is related 
to but not exclusively concerned with the transferring to the social-security system 
of individuals with less than 10 years of service. The discharge of liabilities to 
those with less than 10 years of service will be given appropriate credit in the ad- 
justment so as to avoid any inequitable imposition of liabilities on the social- 
security system. But beyond that, the bill contemplates that the adjustments 
will embrace whatever transfers are necessary to assure that the social-security 
system will neither gain nor lose from the separate existence of the railroad- 
retirement system. 

Section 24 (a) of the bill includes the definition of ‘‘widower’’ among other 
definitions of survivors; provides the conditions of eligibility both for a widow 
and a widower for survivor benefits; includes in the term ‘‘widow”’ a former wife 
divorced, but subject to the conditions specified in that section; dispenses with the 
requirement of filing proof of support within a specified time for reasons stated 
earlier; and provides against forfeiture of a child’s annuity if such child is adopted 
by a stepparent, grandparent, aunt, or uncle. These provisions conform to the 
amended Social Security Act. 

Section 24 (b) provides an alternative method of allocating compensation to 
the several quarters of the year in determining insured status under the Railroad 
Retirement Act; section 24 (c) redefines the term ‘‘wages’’ to include not only 
wages covered by the Social Security Act but also self-employment income 
covered by that act as well as amounts deemed wages under section 217 (a) of the 
Social Security Act, on account of military service other than that creditable 
under the Railroad Retirement Act. 

Section 24 (d) and (e) limit eligibility for survivor benefits to survivors of 
employees who have completed 10 or more years of service. For determining a 
fully insured status, section 24 (d) provides for the exclusion from the elapsed 
quarters any quarter during any part of which a retirement annuity is payable 
and which is not a quarter of coverage. 

Section 24 (e) includes in the period within which a partially insured status 
may be acquired by an employee the quarter in which death or retirement occurs; 
and in addition provides for the continuance of such status if the employee had 
the necessary quarters of coverage in the quarter in which a retirement annuity 
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will have begun to acerue to him. Under this provision if he has a partially 
insured status at the time an annuity begins to accrue to him, he will continue 
to be partially insured even though he would not otherwise be so insured at the 
time of death. 

Section 24 (f) provides that in determining the average monthly remuneration, 
““wages’’ will be included only if (i) the total creditable compensation for any 
calendar year is less than $3,600, and (ii) the average monthly remuneration, if 
based on compensation alone, would be less than $300. In such case, the amount 
of wages included will be an amount not to exceed the difference between the com- 
pensation for such year and $3,600; and the divisor will not include any quarter 
during any part of which a retirement annuity is payable and which is not a 
quarter of coverage. 

Section 24 (g) substitutes the term “‘survivor’s insurance annuity” for the term 
“basic amount’’; changes the formula for computing the survivor’s insurance 
annuity by taking 40 percent of the first $100 and 10 percent of the remaining 
average monthly remuneration, plus $1 for each vear of service after 1936. The 
maximum average monthly remuneration possible will be $400, except that where 
the average monthly remuneration is based on the employee’s insured status as 
an annuitant or pensioner, the maximum average monthly remuneration possible 
will be $300. Related changes are likewise made in the provisions for computing 
survivor benefits from pensions where wage records are not available. 

The Railroad Retirement Tax Act now provides that, with respect to com- 
pensation paid after December 31, 1951, the tax rate on employers and employees 
shall be 614 percent of the monthly compensation up to $300. The only amend- 
ment made by section 26 is to change the figure $300 to $400. 

Section 27 (a) makes the bill effective with respect to benefits accruing after 
the last day of the month in which the bill is enacted, irrespective of when service 
or employment occurred or compensation or wages were earned. The proviso in 
section 27 (a) will facilitate the recertification of annuities now on the rolls of the 
Board. The punch-card records of the Board show the amount of the monthly 
compensation and average monthly remuneration (on the basis of which the an- 
nuities have been awarded) without fractions of a dollar. If it were not for this 
proviso, the recertification made by the use of these records would not reflect 
fully the inerease provided by the bill unless each file were examined separately, 
but this would be a serious administrative task. 

Section 27 (b) makes effective the provisions for annuities to begin earlier than 
permissible under the present law with resepet to annuities awarded in whole or 
in part after the enactment of the bill. The same section makes the erediting of 
service after age 65 effective only with respect to annuities awarded after the 
enactment of this bill. This provision was not made applicable to annuitants 
now on the rolls because the administrative problems of doing so appear insur- 
mountable. 

The effect of section 27 (ce) has already been.considered earlier in the discussion 
of section 4 of the bill. The term ‘‘engaged”’ on the enactment date does not re- 
quires that the individual be actually working on that date; the term is intended, 
in a broad sense, to include individuals who were on such date in an employee or 
business relationship to the job or business. 

Under section 23 of the bill, individuals who have completed less than 10 years 
of service and persons deriving from such individuals, will not be entitled to 
benefits under the Railroad Retirement Act. But section 27 (e) confers upon 
both retirement and survivor annuitants whose annuities have been awarded 
on less than 10 vears of service, and the spouses of present retirement annuitants 
(but only during the lifetime of such annuitants), all the benefits of the bill. 

Section 27 (f) of the bill is the answer to numerous complaints from annuitants 
whose annuities were reduced because they elected to leave part thereof to their 
surviving widows but whose wives predeceased them. 

Section 27 (h) makes certain that the benefits of the bill will apply to individuals 
to whom annuities were heretofore awarded under the Railroad Retirement Act 
of 1935. The same section 27 (h) precludes the application of the bill to annuities 
heretofore awarded in lump sums equal to their commuted value. 

Section 27 (i) provides that the annuity of a spouse of an individual in receipt 
of a reduced annuity under the Railroad Retirement Act of 1935, or under the 
Railroad Retirement Act of 1937 in effect prior to its amendment in 1946 shall 
be one-half of the unreduced annuity. 
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Under section 3 (b) of the present law, age annuities cannot be reeomputed by 
reason of additional service rendered after the annuity has begun to accrue. 
This section is repealed by the bill making recomputations in such cases possible, 
but only upon application therefor as provided in section 27 (g). Further, the 
proviso in section 9 of the bill will require the Board to take into account an 
increase which would be granted under the Social Security Act upon application 
for recomputation of benefits. While, as stated earlier, for the purpose of this 
proviso Original applications will be assumed to be filed on time, the effect of 
section 27 (j) is that no such assumptions will be made for recomputation purposes 
n applying the proviso of section 3 (e) of the act For such purposes, applications 
will have to be filed with the Railroad Retirement Board. 


ExuiBit (B 
Cost oF THE Bit, 8. 1347 


The latest valuation of the railroad retirement account was made as of Decem- 
ber 31,1947. The next will be as of December 31, 1950, but data wil t be avail- 
able to permit its completion until some time in 1952. For the 7 valuation, 
an extensive study was made of all factors entering into the cost of the railroad 
retirement system. These factors include the rates of retirement of railroad 
employees, the rates of disability, mortality rates, withdrawal rate i 
effect of work clauses, payrolls, benefit payments, family composition, revenues, 
and others. On the basis of these studies, certain assumptions were made. For 
the purpose of estimating the cost of S. 1347, all of the assumptions of the 1947 
valuation were retained except the estimate of future payrolls and the effect of 
work clauses. A change in estimated payrolls is made necessary by the change 
in economic conditions and rates of pay in the railroad industry As for the 
fourth valuation, the level payroll used in these calculations has been derived 
from studies of estimated future annual ereditable payrolls prepared by the 
Board’s economic staff. Changes in the work-clause allowance are necessary 
because of the more restrictive provisions of the bill as applied to employee 
annuitants. There is no reason to believe that the studies for the next valuation 
will change other assumptions in any material way. All assumptions remain 
reasonably conservative, though probably slightly less so than for the 1947 
valuation. 

Since the task of estimating the costs of S. 1347 is more complex than that for 
the present Railroad Retirement Act or for other amendments which have from 
time to time been proposed or adopted, the resulting level cost estimates are neces 
sarily subject to some change up or down. The time available would not have 
permitted a complete analysis of all the factors involved, even if all necessary 
data were available. 

A future equivalent level payroll of $5.2 billion is used. The equivalent level 
payroll is one figure which is used for all years in the future. It is a kind of 
weighted average of a series of differing future annual payrolls in which the heaviest 
weight is applied against the earliest years to take into account the effect of com- 
pound interest. The effect on reserve balances is over the long-range equivalent 
to the results that would be attained if the same flat tax rate were applied to the 
varying annual payrolls. 

In the 1947 valuation, an equivalent level payroll of $4.6 billion was used. 
In that figure, only a slight allowance was made for wage increases in the future. 
Such increases have already considerably exceeded the allowance made. More- 
over, economic conditions in the railroad industry have been more favorable 
than was anticipated and will probably continue so for a number of years. In- 
dications are that a payroll estimate on assumptions between reasonably high and 
reasonably low at the present time would be a little under $5 billion. This and 
the $4.6 billion figures are on taxable compensation not in excess of $300 per 
month. 8. 1347 increases the taxable compensation to $400 per month. The 
increase of the taxable payroll to $5.2 billion on the $400 per month base is quite 
moderate. A greater increase might be justified, but if made would require such 
changes in other assumptions that the net result on tax rate would be minor. 
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On the basis of these assumptions, the following estimates of costs in terms of 
tax rates have been made for the various types of benefits provided by the Rail- 
road Retirement Act as amended by 8. 1347: 


Retirement annuities: 
Age ». 95 
Disability ; 3 ; . 00 


Spouses’ annuities 

Survivors’ annuities: 
Aged widows and parents 
Widowed mothers 
Children 
Insurance lump sums 


Residual lump sums 
Maximum and minimum provisions 


Total gross benefit cost 
Net offset 

A. Value of future benefits according to Social Security schedule 
on railroad compensation credited under Railroad Retire- 
ment Act i ; ; 

B. Taxes according to Social Security schedule on railroad pay- 
rolls after 1950 ws ss . j 

C. Excess of accumulated Social Security taxes on railroad retire- 
ment payrolls in 1937-50 over additional social-security 
benefit which would have been paid if railroad retirement 
earnings had been included in definition of ‘““wages’’ 


Net value of adjustments with OASI trust fund [A—(B+C)] 
Funds on hand tani 
Administrative expenses 


Net offset (D+ E—F) 


Total net cost 


STATEMENT OF Hon. ArtTHUR V. WarTkKINs, A UniTep States SENATOR FROM 
THE STaTe oF UTAH 


Mr. Chairman and members of the subcommittee, I appreciate the courtesy 
you have extended in inviting me to appear at these hearings to make a statement 
with respect to 8. 725. 

This bill was introduced by me at the urgent request of numerous active railroad 
employees, some of whom would be directly and immediately affected by its 
enactment and some of whom would be only indirectly affected thereby. I have 
also submitted this bill to certain carriers whose employees would be affected by 
its terms and, while they have not affirmatively endorsed its enactment, they have 
raised no objections to its terms. 

The purposes sought to be achieved by S. 725 are the following: 

1. It is designed to permit the voluntary retirement at full pension of any 
employee subject to the act who has attained the age of 60, and who has com- 
pleted 30 vears of service. 

As the law now stands, an employee who has completed 30 years of service may 
retire upon reaching the age of 60, but he must refrain from collecting his pension 
until he reaches the age of 65, unless he wants to accept a substantial reduction 
(33'4 percent) in his annuity payments. This drastic penalty causes many 
workers who would otherwise be willing to retire to remain at work until they 
are eligible to collect the full annuity. This, of course, tends to reduce the 
opportunities for promotion and continued employment of younger employees 
who of necessity have less seniority. 

It is my sincere belief that any employee who has completed 30 years of service 
should be entitled to retirement at full annuity upon attaining the age of 60, 
and that the restrictive penalties presently contained in the law should be abol- 
ished. 
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2. This bill is also designed to require the retirement at age 70 of any employee 
subject to the act who has completed 30 years of service. The purpose of this 
section is to make mandatory the retirement at age 70 of those employees who 
have completed 30 years of service and who are eligible for a maximum annuity 
under the act. This section is necessary in order to remove from service those 
whose ability to produce has been lowered because of age, and to create improved 
employment and promotion opportunities for those younger employees not yet 
eligible for retirement. It may be that your committee, in its wisdom, may see 
fit to establish a lower compulsory retirement age than that recommended in this 
bill. 

I fully realize that your subcommittee has before it a number of proposals to 
amend the Railroad Retirement Act. It is my sincere hope that your committee 
will increase the benefits available under that act in every way consistent with 
retaining the solvency of the system. It has been my experience that the em- 
ployees affected by this legislation have no desire to undermine the solvency of 
the system, but that they are, and rightfully should be, concerned with obtaining 
the maximum possible benefits which a sound retirement system will support. 

In working out amendments to the present act, I strongly urge the members 
of this subcommittee to give careful consideration to the amendments embodied 
in S. 725, for I am sure that those amendments would greatly improve the present 
retirement system without endangering its solvency, and that they would tend 
also to improve the work of the hundreds of thousands of railroad employees not 
yet eligible for retirement benefits. 

Again, I wish to thank the subcommittee for permitting me to submit my views 
on this important matter. 


UNITED States SENATE, 
COMMITTEE ON FOREIGN RELATIONS, 
April 26, 1951. 
Hon. Paut H. Dovatas, 
Chairman, Special Subcommittee to Study Railroad Retirement Legislation, 
Committee on Labor and Public Welfare, United States Senate. 


My Dear CHarrMAN: Because of a conflict in committee duties, I am unable 
to appear before your subcommittee to testify in behalf of my railroad retirement 
bill, S. 1125. I would therefore appreciate your making this letter a part of the 
record in lieu of a verbal statement. 

S. 1125 is important to railroad workers in a number of ways. It provides for 
full retirement at the age of 60 years for workers with 30 years of service. The 
present age of retirement being 65 years, a large number of employees who are 
forcibly retired between the ages of 55 and 65 vears on account of technological 
advancements, such as streamlining of railroads, find themselves in a disabled 
class, too old to find other employment, yet too voung to obtain pension benefits 
under the present retirement law. If a man becomes disabled physically, he 
can receive a disability pension on the condition of his having served 10 vears. 
Yet a man who is technologically displaced has no right to retirement benefits 
until he reaches the age of 65. 

Furthermore, this bill is designed to provide more equitable treatment of work- 
ers in the lower-paid brackets, such as trackmen. The bill provides that em- 
ployees shall receive a pension based on their average earnings for the five highest 
vears of service. If, for example, a man averages $200 per month during his 
highest 5 vears of employment, under the bill, minimum annuities would be equal 
to one-half of that average; that is, $100 per month. The present complicated 
system of figuring pensions requires, for the period prior to the adoption of the 
tetirement Act, January 1, 1937, that the period 1924-31 (which included the 
early depression years) be used as a basis to figure prior earnings. Today, on 
this basis, the average pension is about $83 per month for all railroad employees. 

Figures from the Monthly Review, April 1951, published by the Railroad Retire- 
ment Board, show that the average monthly pension for all railroad employees 
was, in February 1951, $82.71; January 1951, $82.73; February 1950, $83.30. 

Moreover, under the present system, not one railroad employee in service 
knows exactly what pension he will receive until he actually retires. Under 
S. 1125 it will be extremely simple for any employee to figure the actual pension 
he will receive after the age of 60: namely, one-half of the average compensation 
he received during his five highest years of earnings. This is the basis used suc- 
cessfully for civil-service and Federal pensions and can be adapted for use in 
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railroad retirement benefits. Two bills have been introduced by ranking members 
of the House Committee on Education and Labor for this same purpose. 
While witnesses for the railroad employees will testify in detail before your 
subcommittee on this bill. I wish to urge your most careful consideration of the 
Oo outstanding features of S. 1125—lowering of the retirement age to 60 and 
ew basis for figuring pensions which will assist lower-paid employees and 
i the average pensions for all rai road employee so necessary to meet 
cost of living 
Sincerely 
Guy M, GILLerTe. 
Senator Dovatas. The first witness to testify this morning is Mr 
G. E Leighty, chairman of the Railway Labor Executives Association. 
Mr. Leighty, I wonder if you would identify yourself for the record, 
and then you may proceed with your testimony. 


TESTIMONY OF G. E. LEIGHTY, CHAIRMAN, RAILWAY LABOR 
EXECUTIVES ASSOCIATION; ACCOMPANIED BY LESTER P. 
SCHOENE, GENERAL COUNSEL, RAILWAY LABOR EXECUTIVES 
ASSOCIATION 


Mr. Lerenty. My name is G. E. Leighty. I am president of the 
Order of Railroad Telegraphers and chairman of the Railway Labor 
Executives Association. I appear here as spokesman for the associa- 
tion 

The Railway Labor Executives Association is an association com- 
posed of the chief executives of 18 standard railway labor organiza- 
tions and the president of the Railway Employees Department, 
A. F. of L., which is itself an association of the seven shop craft organi- 
zations who are all individually represented in the association through 


their chief executives. The organizations represented are the fol- 
lowing 


Switchmen’s Union of North America. 

The Order of Railroad Telegraphers. 

American Train Dispatchers’ Association. 

Railway Employes’ Department, A. F. of L. 

International Brotherhood of Boilermakers, Iron Ship Builders, and Helpers of 
America. 

International Association of Machinists. 

International Brotherhood of Blacksmiths, Drop Forgers, and Helpers. 

Sheet Metal Workers’ International Association. 

International Brotherhood of Electrical Workers. 

Brotherhood Railway Carmen of America. 

International Brotherhood of Firemen and Oilers. 

srotherhood of Railway and Steamship Clerks, Freight Handlers, Express and 
Station Employees. 

Brotherhood of Maintenance-of-Way Employes. 

Brotherhood of Railroad Signalmen of America. 

National Organization Masters, Mates, and Pilots of America. 

National Marine Engineers’ Beneficial Association. 

International Longshoremen’s Association. 

Hotel and Restaurant Employees and Bartenders International Union. 

Railroad Yardmasters of America. 


The employees represented by organizations whose chief executives 
compose the association constitute approximately three-fourths of 
all the railroad employees. 

Senator Dove.tas. Mr. Leighty, for the sake of the record, I think 
we should make certain things clear at this point. You could roughly 
describe the unions in the Railway Labor Executives Association as 
the nonoperating craft unions? 
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Mr. Leieuty. With the exception of the Switchmen’s Union. 

Senator Dovatas. The Brotherhood of Locomotive Engineers, the 
Brotherhood of Locomotive Firemen and Enginemen, the Order of 
Railway Conductors, and the Brotherhood of Railway Trainmen are 
not in your association? 

Mr. Lerentry. That is correct. 

The association has, and has had for some years, a standing com- 
mittee whose function it is to watch over the functioning of the 
railroad retirement system and particularly to develop and recommend 
amendatory legislation whenever such legislation appears desirable. 
The committee is under the chairmanship of Mr. George M. Harrison, 
grand president of the Brotherhood of Railway and Steamship Clerks, 
Freight Handlers, Express and Station Employees. In addition to Mr. 
Harrison the committee includes Mr. T. C. Carroll, president, Brother- 
hood of Maintenance-of-Way Employees; Mr. Michael Fox, president, 
Railway Employes’ Department, A. F. of L.; Mr. J. M. Burns, vice 
president, Sheet Metal Workers’ International Association; Mr. 
William J. Van Buren, secretary-treasurer, National Organization 
Masters, Mates, and Pilots of America; and myself. 

Over a year ago this committee concluded that the need for amend- 
ments to the Railroad Retirement Act was imminent. However, it has 
not been possible to bring to completion an integrated program of 
amendments until quite recently, partly because the problems to be 
met were difficult and it took much time and study to find the proper 
solutions and partly because, insofar as the prob lems are related to 
amendments recently made to the Social Security Act, any solutions 
had to be tentative until after those amendments were enacted and 
their final content was known. 

The bill S. 1347, which is before this committee, embodies the pro- 
gram of amendments which the Railway Labor Executives’ Association 
is sponsoring as the result of the investigation and study that | have 
described. The bill was prepared by our counsel under the direction 
of the association, with the assistance of members of the staff of the 
Railroad Retirement Board and in consultation with interested Mem- 
bers of Congress. Its terms are identical to H. R. 3669, which has 
been introduced in the House by Congressman Crosser, of Ohio. 

I shall not undertake to present to you a detailed analysis of the 
bill itself. Our counsel, Mr. Lester P. Schoene, who will follow me as 
the next witness on behalf of the association, will do that. It is my 
purpose to place before you a statement of the problems with which 
we have been wrestling and a general description of the legislative 
changes which we believe to be necessary to solve these problems. 
The bill embodies these proposed solutions. 

In the forefront of the problems with which we are confronted 
the urgent necessity for increasing the amount of the monthly bene- 
fit payments both to retired employees and to the survivors of de- 
ceased employees. You as well as we, are, of course, thoroughly 
aware of the tremendous increase that has occurred in the cost of 
living since 1937 when the railroad retirement system was enacted. 
When the system was established, its benefit provisions were set to 
bear a reasonable relationship to the cost of living as it then was and 
to the wage income that employees were accustomed to receiving 
prior to their retirement. As a result of the increase in living costs 
and to provide some improvement in the living standards of wage 
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earners, wage rates generally, and the wages of railroad employees, 
have increased very substantially since 1937. As a consequence, 
relationships of retirement income to living costs and wage rates 
existing in 1937 have no validity whatever today. 

Some measure of relief, so far as retirement benefits are concerned, 
was attained in 1948 when the act was amended to increase these 
benefits by 20 percent. That increase, however, was inadequate at 
the time to reestablish the 1937 relationships; and, as you know, 
both living costs and wages have again increased substantially since 
that time. 

Senator Dovetas. I wonder if I might ask a question to see if I 
understand the point you are making, Mr. Leighty. You say that, 
since the amendments of the benefits are computed on the basis of 
past average earnings during the period that a man is a railway em- 
ployee, and since these past average earnings, let us say, prior to 
1940 were on a much lower wage schedule, therefore the benefits to 
which men are entitled from 1950 on will in large part be determined 
by this low scale of earnings prior to 1940, whereas they face 1951 
living costs. 

Mr. Lereuty. That is a part of the answer, Senator. There is 
another problem, however; and that is that the retirement benefits 
of the employees who have already retired are involved, too; and, 
regardless of our wage scale at this time, the retirement annuities of 
those employees were based on the wages they earned while they were 
in the service, and they are also confronted with these increased 
living costs, and we must do something to take care of the conditions 
confronting them. 

Senator Doua.ias. There are about 250,000 under retirement plus 
100,000 survivors? 

Mr. Leicury. About that. Those are the approximate figures, 
Senator. 

So far as survivor benefits are concerned, there has been no increase 
since the provisions for paying survivor benefits were enacted in 1947. 
The level of those benefits as of that time was determined not with 
reference to living-cost requirements or wage rates but rather with 
reference to the survivor benefits paid under the Social Security Act. 
The level of those benefits was established in 1939 and was pitifully 
low even as of that time. Although the level of survivor benefits set 
in the Railroad Retirement Act was on the average about 25 percent 
higher than those provided in the Social Security Act, to give some 
slight recognition to the much higher tax rates paid by railroad 
employees, nevertheless the level of survivor benefits as so established 
in 1946 was less adequate to meet living-cost requirements as they 
then stood than the social-security benefits were when they were 
established in 1939. There has been no increase in the amounts 
payable to survivors since they were first established, and the maxi- 
mum benefit a survivor can now draw is approximately $41 a month. 

Senator Doveias. Mr. Leighty, I wonder if either you or your 
counsel could inform me as to the maximum benefit for survivors 
under social security? 

Mr. Leicury. For the widow the new maximum benefit will be $60, 
and for the family it varies depending on whether—— 

Senator Dovetas. Forty-one dollars for the widow or for the family. 
Mr. Leieury, For the widow. 
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Senator Dove.as. So the social-security benefits are now approxi- 
mately 50 percent higher than the railway survivors’ benefit. 

Mr. Lereuty. There is approximately that much difference between 
the maximum; that is right. 

That the amount of benefit payments should be increased, no one 
can doubt. If we felt free to increase benefits to the levels warranted 
by the increase in the cost of living, we would have to recommend 
much greater increases than those proposed in the bill. Necessarily, 
however, in a prudently financed system the extent to which benefits 
can be increased is limited by the prospective revenues coming into 
the system. Railroad employees feel very strongly that the tax rates 
now 1n effect for the support of the railroad retirement system should 
not be increased. They are now paying 6 percent on their compensa- 
tion up to $300 per month and will pay 6% percent beginning next year 

“mployees in other industries covered by the Social Security Act until 
recently paid only 1 percent, are paying only 1 percent now, and the 
maximum they are scheduled to pay is 3% percent many years in the 
future. It is apparent from these comparisons that any increase in 
the present rates would make the discrepancy intolerable. 

At the same time railroad employees feel equally strongly that the 
financing of the railroad retirement system must be maintained on a 
sound basis. Improvements in benefits are therefore limited to such 
improvements as can prudently be made within the limits of the 
present financing and such new financing as can be provided without 
increasing the tax rates. 

Senator Dovatas. Then you proposal is for an increase in benefits 
but without an increase in taxes. 

Mr. Leicury. Without an increase in the tax rates. We do propose 
to increase the amount of compensation upon which taxes will be 
levied from $300 to $400, and of course there will be that increase in 
the taxes, but the employee will receive additional benefits by reason 
of that increase in the amount of earnings which can be used in com- 
puting his annuity. 

Senator Dovauas. I see you have already touched on what is going 
to be, I am sure, a very important and perhaj s controversial issue. 
I should merely like to present at this time te consideration and 
reply by either you or your counsel the following quotation from the 
1950 report of the Railroad Retirement Board at pages 7 and 8. You 
will note that this shows the balance in the railway retirement as 
of the 30th of last June of $2,063,000,000, and the report of the Board 
goes on to say: 

The balance in the retirement act is the reserve of the retirement system. It 
is not a surplus. Liabilities of the system with respect to service already per- 
formed are far in excess of the present reserve. The present retirement tax 
schedule is designed to produce, together with the reserve, enough money to pay 
all benefits as they fall due without increasing the rates in the future. To do 
this, it will be necessary for the reserve to continue to grow for a considerable 
number of years. When the time comes that benefit payments each year exceed 
tax collections, the reserve will be sufficiently large so that the interest on it will 
pay the excess without a tax increase. 

Will your counsel be prepared to go into the actuarial questions 
concerning this increase in benefits? 

Mr. Leieury. Yes, we will be prepared. If he is not prepared at 
this time we will be a little later on in the hearing, Senator. I would 
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discuss it briefly, but I think we ought to have a comprehensive 
statement on that. 
Senator Douatas. I raise the question so that you may know some 
of the points that we will have to consider later. 
Mr. Lerauty. Yes; we will go into that. 
(Mr. Leighty subsequently submitted the following table:) 


mate of the progress of the railroad retirement account, according to the present law 


| Millions of dollars] 


























¢ Balance : a : Balance 

Calendar year eee a one . it end Calendar year a — at end 
— - of year ; ‘ of year 
1950 $318 $592 $2, 149 1976 $094 $591 $7, 472 
1951 340 619 2, 497 1977 703 592 7, 5S 
1952 362 649 2, 863 1978 711 77 7, 674 
| IRB 632 3, 202 1979 719 58S i, vil 
V4 403 648 3, 547 1980 727 548 7,82 

} 42 649 3, SR 1981 734 29 7, 84 
af 44 632 4, 191 1YS2 741 12 7, 88 
462 44 4, 501 1983 748 534 7, 901 

s 480 601 4, 759 1984 754 558 7, 93 

497 7 4, 042 1985 5S 7,9 

0 513 “O4 5, OSI LYS6 5S | 
1 28 5H2 5, 268 1O87 5R & ()2 
1962 42 As. 5, 468 LOSS 77 59 &, 042 
y 5 614 5, 692 1989 782 5Q g Of 
Wt 567 5S 5, 804 1990 TS7 58 8, O65 
, 79 613 6, 105 1991 791 5S 8, 07 
16 ‘] 614 ti ll 1992 79 58 8, 072 
67 602 5UR 6, 496 1993 798 557 8, O7 
1968 613 610 6, 688 1994 R01 557 &, O87 
19 624 0 6, 833 1995 803 557 &, 059 
1v 635 SOS 6, 909 1006 SO4 556 &, 049 
171 646 477 6, 945 1997 ROS AA & O38 
1972 656 l 7, 026 1998 804 8, 026 
1973 6 7, 120 1999 803 554 8, O14 
1974 6 592 7, 248 2000 802 553 8, 008 
197 685 D7¢ 7,356 Ultimate... 775 542 7, 900 





Benefit disbursements plus an allowance of $5 million a year for administrative expenses 


NOTE Income and outgo on account of crediting militry service are not included. 


The problems with which we are confronted are further complicated 
by the very far-reaching amendments that were made last year in the 
Social Security Act. The railroad retirement system grew out of and 
was’specifically designed to meet the needs of the railroad industry 
independently of what might be provided to employees in other indus- 
tries through the general social security system. It is important to 
the industry that the railroad retirement system continue on this 
independent basis to serve the needs of that industry. However, 
this does not mean that the existence of the social security system 
can be ignored. Benefits under that system have now reached such 
levels that comparisons unfavorable to the railroad retirement system 
cannot be avoided. At the present time, all survivor benefits under 
the Social Security Act and many retirement benefits exceed the bene- 
fits that would be paid for equivalent service under the railroad retire- 
ment system notwithstanding the much higher contribution that rail- 
road employees make. We have come to the conclusion that although, 
bearing in mind the specific function that the railroad retirement sys- 
tem serves, it is not necessary that the Railroad Retirement Act pro- 
vide benefits in all cases exceeding those provided under the Social 
Security Act, we cannot justify the continuance of a condition in 
which an individual in railroad service, paying the higher tax rate, 


























RAILROAD RETIREMENT LEGISLATION 9] 


derives less benefit from the service than he would if he were covered 
by the Social Security Act. 

The provisions of the Social Security Act give rise also to other 
problems. The Social Security Act does not in express terms give 
credit for service rendered prior to 1937, as the Railroad Retirement 
Act does. 

Senator Douaias. Was not one of the original purposes of the 
Railroad Retirement Act in a sense to bail out the various separate 
railroad system pension plans? 

Mr. Lereutry. That was one of the purposes, Senator. 

Senator Doua.as. And incidentally to facilitate the retirement of 
the older service employees so that the younger men who had been 
“bumped off’ during the depression could get back on the roads. 

Mr. Leranty. At the time the act was enacted, that is true. 
Those were some of the primary considerations. 

Senator Doua.as. So that the increased payments made by em- 
ployees and the railroads were designed to wipe out these prior 
obligations and retire the older employes, whereas that purpose 
was not contained in the Social Security Act itself. 

Mr. Lereuty. That is quite true, and that is one of the reasons, of 
course, Why social security meets this issue in a little different manner, 
as we will bring out a little later on. 

Senator Doucuas. It means then, however, of course, that the 
funds available under social security can to a larger extent be used to 
provide benefits for employees whose services continued after 1937. 

Mr. Lereutry. | would say that is a fair conclusion, Senator. 

However, the formula used in computing benefits—and ae 
might interpolate here, is social security benefits—is so weighted 1 
favor of those who retire in the early years as in effect to give recogni- 
tion to prior service. If the same individuals have sufficient service 
covered by the Social Security Act to qualify for benefits under that 
act and also receive a railroad retirement annuity based on prior 
service they are in effect getting double credit for service with respect 
to which no tax was paid. Such generosity cannot be justified in 
comparison with the benefits it is possible to provide to those who 
make their careers in the railroad industry or in some other industry 
covered by the Social Security Act. 

I might interpolate there just briefly and say that under the Social 
Security Act it doesn’t make any difference whether you have 3 
years’ service or 30 years’ service, whether you have paid into the 
fund for 3 years or 30 years, you receive the same annuity under the 
Social Security Act. Your average compensation for the period of 
time may be, for example, $100, and under social security you would 
receive a benefit of $50 whether you had worked and performed service 
for 3 vears or 30 years. There are certain conditions, with respect 
to qualifying under Social Security that at the present time are very 
low. In fact, six quarters of coverage are all that is necessary at the 
present time. The coverage requirement will increase as time goes 
on, but that is the provision at the present moment. So the man who 
has paid in for 18 months will receive the same benefits under social 
security as the man who has paid in for 30 years. 

Senator Douetas. My recollection is not perfect, but I had thought 
that there was a factor in computing the benefits under the Social 
Security Act which took into account length of service. I know that 

83931—51——7 
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in the main it is based on average earnings of the employed period, 
which may be long or short, but I thought there was an addition made 
on a percentage basis for years of service. It is not as direct as in the 
ease of the Railway Act, where the number of years is a multiplier 
applied to the percentages for given increments of average earnings. 

Mr. Lercury. That was true before the last amendments. That 
was true before the amendments that were recently enacted, but the 
present social security 

Senator DouGa.as. Sweeps away all allowance? 

Mr. Leicgury. Does not give you any additional credit for your 
length of service. 

Senator Doveias. Whereas your formula gives benefits in direct 
ratio to length of service. 

Mr. Lerenty. That is right, and that is why we contend—and we 
think it is borne out by the facts—that in doing this, Social Security 
has given consideration to prior service, because, as you know, there 
will be many men 60 years of age who could work only 5 years under 
social security, and they would get the same benefits as men who work 
30 vears under social security. So what you are doing by having this 
set amount for the average compensation regardless of the years of 
service is in effect giving credit to the prior service of that individual. 

Senator Dove.tas. But not prior to 1937. 

Mr. Leireury. It would be immaterial which way you would look 
at it, Senator. 

Senator Dovetas. It applies to prior service only to the degree con- 
tributions were made. It would not recognize prior service for which 
contributions had not previously been made. 

Mr. Leiautry. It doesn’t recognize it as such, but the formula is 
based on factors which in effect do give credit to prior service, because 
here is a man with 3 vears of taxable service and 27 vears of service for 
which no taxes were collected. Under social security he gets the same 
identical benefit as the man who actually pays taxes for 30 years in the 
social-security system. That is the method that they use in giving 
credit to prior service rather than the method we use. 

Senator Doveias. Would it not be more correct to say that, instead 
of getting credit for prior service, people with long vears of prior serv- 
ice don’t get credit for that period? Is that not more correct in the 
negative form than in the positive form? 

Mr. Leicury. They are recognizing prior service, Senator, when 
the man who pays taxes into that fund for three years receives the 
same annuity or the same benefits that the man receives who pays into 
the fund for 30 vears. It is exactly the same. So it has that effect. 

Senator Dovetas. That would be a nonrecognition of prior service 
and certainly no recognition of prior service before 1937. 

Mr. Lercury. It would be a recognition of prior service to the 
extent that his annuity or benefit is just as much for 3 years of subse- 
quent service as for the man with 30 years subsequent service, or 40 
vears as the case might be. 

Senator Dovatas. I recall that nonrecognition. 

Mr. Leicury. The railroad retirement system was designed and 
has always been thought of as being a system covering career em- 
ployees in the industry. When the system was formulated it was 
believed that the phrase ‘‘once a railroader always a railroader’”’ had 
practically universal validity. Up to that time there were not avail- 
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able collected individual employment records from which it could be 
determined to what extent people whose major employment is else- 
where work casually in the railroad industry. Through the mainte- 
nance of the individual records that the Railroad Retirement Act 
requires, that information has become available and what it shows is 
very disturbing. It does show that the basic assumption of career 
employment is correct with respect to the big solid core of employees 
working at any particular time. However, it also shows that nae 
is always a substantial fringe of casual employees who do not make 
railroading their career and who in the aggregate over a period of 
years outnumber, many times over, the career employees. The last 
annual report of the Railroad Retirement Board shows, for example, 
that 64 percent of the employees in service in 1948 had worked every 
year after they entered service and half of that group had entered 
service before 1937. On the other hand, out of the total number of 
new employees who entered service in 1938 only 13 percent were 
working in the industry in 1948. The aggregate result of this con- 
dition to date is shown by the fact that there are now approximately 
8,000,000 individuals who have had some creditable service under the 
Railroad Retirement Act although the number employed at the 
present time averages only a million and a half to 1,600,000. 

Senator Dovatas. Is it not true that the crafts which have greatest 
rate of mobility in and out are the freight handlers, maintenance-of- 
way employees, freight checkers, and so forth and unskilled labor in 
shops? 

Mr. Lerautry. That is true. 

Senator Doue.tas. The operating crafts, on the other hand, tend to 
have relative stability. 

Mr. Leieuty. Yes, that is right. 

Senator Dove.as. So in the main the unions which you represent 
are also the unions which have the highest rate of occupational 
mobility, in and out. 

Mr. Lerguty. That is a fair statement, Senator. 

Of course we have many groups among the nonoperating where the 
turn-over isn’t any greater than in the operating group. 

Senator Dova.as. That is right, I understand. 

Mr. Lerieury. I have already stated the conclusion that we cannot 
justify paying an individual less benefits for his railroad service than 
he would be paid for such service if it were covered by the general 
Social Security Act. However, the railroad retirement system cannot 
undertake to match social-security benefits for these short-term em- 
ployees who work casually in the industry from time to time and still 
serve its primary function of meeting the requirements of the career 
emplovees. Furthermore, since these short-term employees are 
virtually certain to have their major employment under the Social 
Security Act they are most likely to qualify for benefits under that 
act. lf the railroad retirement system were to undertake to pay 
for such service independently of the employment covered by the 
Social Security Act there would be an unwarranted duplication of 
benefits and an unwarranted expense to the railroad retirement ac- 
count for the payment of benefits to individuals whose needs the 
system was not primarily designed to serve. 

Senator Doue.as. May I ask, is it not possible for a man to get 
benefits from both the railroad retirement system and the social 
security system? 
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Mr. Leicury. That is right, it is. It is possible to do that. 

Senator Dovatas. I suppose there is a considerable number who 
are getting double benefits. 

Mr. Leicury. A considerable number are getting dual benefits, 
that is true. We propose a little later on to partially correct that 
situation. 

Senator Dovuetias. But in the case of the railway employees those 
who have been employed for short periods of time will receive much 
smaller benefits than railway employees whose average earnings are 
equal but were employed for a longer period of time. 

Mr. Lerenty. Yes. 

Senator Dovaias. Whereas, under social security their benefits 
would be equal to those under the social security system whose 
average benefits for a longer period of time had been the same. 

Mr. Leiantry. We will get into that in a little more detail. 

Senator Dovatas. I am raising the questions because I think it is 
well for the record to show them early and then when we read the 
record we can later see what some of the points are. 

Mr. Lereury. Under the present system that not only is possible 
but there are many duplicate benefits being paid. 

I have so far discussed the most serious and most difficult of the 
problems with which we are confronted. I should now like to tell 
you in a general way how the bill we are asking you to enact meets 
these problems together with a number of others that I shall develop 
in the course of the discussion. The bill contains a number of pro- 
visions Which increase the amount of benefits payable. It provides 
for increasing retirement annuities by an average of 13.8 percent 
The basic formula in the present law for computing annuities requires 
multiplying certain percentages of the average monthly compensation 
by the number of years of service. Those percentages of average 
monthly compensation under the present law are 2.4 percent of the 
first $50; 1.8 percent of the next $100, and 1.2 percent of the next 
$150. 

Senator Dovua.ias. May I ask a question? Were these rates pro- 
vided under the so-called Crosser bill of 1946? 

Mr. Lercury. No. These are the rates that were adopted in the 
amendments in 1948 wherein the benefits were all increased a flat 
20 percent. Prior to that time the amounts were 

Senator Dovetas. Did I say benefits? I meant contributions 
The contributions were increased 20 percent at the same time the 
benefits were increased? 

Mr. Leicutry. No. 

Senator Dova.as. I am getting confused. 

Mr. Leieutry. These are the percentages of the compensation on 
which the annuity is based. 

Senator Dovetas. That is right. These are the changes in 1948 
as compared to the 1937 rates of 2.0, 1.5, and 1.0. 

Mr. Lereuty. Yes, that is right. 

The bill would change these percentages to 2.8 percent, 2 percent 
and 1.4 percent, respectively. The pensioners who were taken over 
from the railroad rolls at the beginning of the system and are receiving 
relatively smaller benefits than annuitants would have their pensions 
increased by a flat 15 percent. 
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From the changes just described all annuitants will receive a 
moderate but still substantial increase in benefits. The maximum 
annuity now payable would be based on an average monthly compen- 

sation of $300 per month with 30 years of service and comes to $144. 
Under the revised formula that would be increased to $165. Of 
course most employees do not get the maximum, and the average is 
far under the maximum. The average now being paid is approxi- 
mately $84 and that could be expected to increase under the bill to 
about $95. Such an amount appears particularly inadequate for at 
individual who has a wife to support. The Social Security Act has 
long recognized the greater need of such individuals. We believe the 
time has come when we should do likewise. The bill consequently 
provides that when a railroad employee has retired and is age 65 or 
over and has a spouse who is also age 65 or over the spouse shall be 
entitled to an annuity equal to one-half of the employees annuity but 
with a maximum of $50. 

Senator Douatas. This is an important new change which you are 
proposing. 

Mr. Leienty. That is right. 

Senator Dovetas. At present it is only the widow, the survivor, who 
can claim such a benefit. 

Mr. Letauty. That is correct. 

Senator Dovetas. Now it is your proposal that the wife of the 
annuitant can receive the benefit— 

Mr. Letaury. When she attains age of 65, yes. 

Senator DouGias. Some years ago I went into this matter and 
found that on the average men who are 65 had wives who are 59, so in 
practice a wife of 65 tends to have a husband of 70 or 71 or 72. There 
is a curious little mathematical twist there that the difference between 
average age of wife and husband increases the further along in life you 
proceed. 

Mr. Leiautry. That is right. The figures of the Railroad Retire- 
ment Board indicate that at.age 65 approximately 75 percent of the 
man are married, and their studies further indicate that the majority 
of those wives will atiain age 65 during the period that the busband 
is alive and drawing an annuity. 

Senator Dovetas. But not when he starts. 

Mr. Lerenty. Not when he starts. We must point out to you, 
Senator, that the average age of retirement has been 67 to 68 years in 
the railroad industry. 

Senator Dougias. They do not take advantage of benefits until——- 

Mr. Lercutry. Until afier age 65. Our indications are that better 
than 50 percent of the annuitants would benefit as a result of this 
provision. There are no exact figures. 

Senator Dovetas. It is probably necessary to do it because if you 
have no age limit for the wife, then there is a bonus for young women 
marrying elderly railway men [laughter]. 

Mr. Letcury. That is quite true, and in all of these benefits we must 
constantly take into consideration the solvency of the fund. 
(Discussion off the record.) 

Mr. Lerautry. We believe that the combination of an increase for all 
annuitants with provision for the spouse’s annuity makes a well- 
balanced program of recognizing the needs of all annuitants while at 
the same time recognizing “the greater need of the man and wife. 
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With respect to survivor benefits the method of computation is 
liberalized and simplified. The new formula would allow 40 percent 
of the first $100 of average monthly remuneration plus 10 percent of 
the creditable remuneration over $100. This would provide a sur- 
vivor benefit of $60 if the average monthly remuneration is $300, th 
maximum it is now possible to have. The amount so computed 
equal to what the benefit would be under the amended Social Security 
Act on the same remuneration. However, in order to give some recog- 
nition to the higher tax rate paid by railroad employees our bill pro- 
vides that there shall be added to the amount so computed $1 for each 
year of service on which taxes were paid. 

Senator Doueias. How does this differ from the present formula? 
Am I correct in my impression that the present formula is based on 
the ratio to what the retirement benefit of the annuitant would have 
been were he still living? 

Mr. Lercury. That is not true with respect to the annuitants. It 
has some relation to the old pensioners, but with respect to the annuit- 
ants we take 40 percent of the first $75, and then 10 percent of the 
amount over that up to $250. Then they also receive 1 percent addi- 
tional of that amount for each year of service subsequent to 1937. 
That is called the basic amount, but the widow is entitled to only three- 
fourths of that amount. 

So under the old formula the maximum benefit for a widow is $41. 
Under this formula the maximum benefit at the present time on $300 
earnings you get $60 as the base amount. Many of those people have 
paid taxes now for 14 vears. So that would permit an annuity or a 
survivor benefit of $74, and that will increase $1 for each year in which 
taxes were paid. So you do get an ultimate amount there that will 
eventually reach $100. 

Senator Dovuatas. Then it is computed at one stage, namely 40 per- 
cent of the first $100 plus 10 percent above $100. Instead of first 
making the computation and then taking three-quarters of that. 

Mr. Leieury. That is right, we start right in with the amount she 
is going to get instead of determining a basic amount and say you get 
three-fourths of it. You simplify it. 

Senator Ives. You bypass the actuarial monkey business. I never 
did see the idea in all that complicated formula. 

Mr. Lereutry. Frankly, I couldn’t either, but that is what they ad- 
vocated at that time and that was what was adopted. 

Senator Douatas. What about children? 

Mr. Lercury. We go on to explain what will happen to the children, 
or thought we did in this bill. No, we don’t. We provide for 
additional benefits for the children, but the total annuity cannot 
exceed 2% of the widow’s annuity. The total payment cannot exceed 
that. You would have to have two children in order to get that. 
Social security is 24 times. We use 2% times. You see, in the Social 
Security Act they use a basic amount and then give a percentage of it. 
By reason of using this straight compensation we use the 2% because 
we find it is more practical to use it that way. 

Senator Dova.as. Three-quarters of the widow’s benefit for the 
first child and one-half for the next two? 

Mr. Leteutry. It doesn’t figure out that way. 

Mr. Scuoene. The first child’s benefit is the same as the widow’s 
benefit. If there is more than one child we propose the same type of 
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formula as the Social Security Act, namely, that each child gets two- 
thirds of the widow’s benefit and one additional third is distributed 
equally among all the children. 

Mr. Lerenty. For the wife and one child they would get double 
the amount. 

Senator Dovetas. And wife and two children? 

Mr. Leraguty. Wife and two children would get the maximum 
amount, 2%. 

Senator Doveias. Then no payments for children beyond the 
second. 

Mr. Lerenty. That is right. 

In addition to these liberalized provisions for retirement and sur- 
vivor benefits, the bill would establish an over-all minimum applicable 
both to retirement and survivor benefits that in no case shall the 
benefits paid be less than the benefit or additional benefit that would 
have been derived from the railroad employment if it had been covered 
by the Social Security Act. The Railroad Retirement Act as enacted 
in 1937 carried a similar minimum referring to the original Social 
Security Act, but that provision became inapplicable when the Social 
Security Act was completely revised in 1939. Until the last revision 
of the Social Security Act the level of social-security benefits was so 
low that a restoration of such a minimum was not a matter of great 
importance. Social-security benefits now, however, are of such a 
level as to make it important again to guarantee that no employee shall 
sacrifice benefits by working in the railroad industry. 

The problem presented by the casual employees is met by introduc- 
ing a 10-year minimum-service requirement as a condition of eligi- 
bility for either retirement or survivor benefits under the Railroad 
Retirement Act. Provision is made that employees who at retire- 
ment or death have less than 10 years of service under the Railroad 
Retirement Act shall have their railroad service credited under the 
Social Security Act. They will thus receive under that act benefits 
based on a combination of their railroad and nonrailroad service, thus 
avoiding both duplication of benefits and a loss of benefits through 
having been in railroad service. In addition, such employees would 
continue to be subject to the guaranty now provided that the benefits 
derived from the railroad service shall not be less than the amount 
contributed in taxes plus an allowance in lieu of interest. By adjust- 
ments between the railroad retirement account and the old-age and 
survivors’ insurance trust fund, which I shall refer to more in detail 
later, the Social Security System is compensated for crediting this 
railroad service to the same extent as though social-security taxes had 
been collected on such employment. 

Senator Dovatas. Is this provision satisfactory to the Adminis- 
trator of Social Security? 

Mr. Lerteuty. I don’t think that we have cleared it with him formally. 
There has been some discussion, but it has never been cleared formally. 

Senator Dovatas. I wonder if the clerk of the committee would 
ask that at a later date Mr. Altmeyer, or some representative of his, 
be requested to testify. 

Mr. BapGer. Yes, sir. 

Mr. Letcury. Although the problems to be met which I have 
already discussed are the most serious and difficult, there are other 
troublesome problems with which we are confronted but to which the 
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solution is more readily apparent. In 1937, the maximum of com- 
pensation that is creditable and taxable was set at $300. At that 
time relatively few employees were making over $300 per month 
The ceiling, therefore, did not result in reducing benefits in any large 
proportion of the cases and did not serve substantially to reduce the 
tax income. Under present wage scales, however, its effect in both 
these respects has become much greater. We are proposing therefore 
that beginning with compensation paid after this year the maximum 
creditable and taxable compensation should be increased to $400 
per month. Since there is no prior-service obligation in connection 
with this change and since the annuity factor applied to this additional! 
$100 of compensation in computing the annuity is the smallest of the 
three percentages, this change will result in a net gain to the railroad 
retirement account. 

| have heretofore referred to the fact that the weighting of the 
social-security benefit formula in effect allows credit for service 
rendered before 1937. The Railroad Retirement Act expressly 
recognizes such service for persons who held an employment relation- 
ship to the industry at the time the 1935 act was enacted. In order 
to avoid duplicate credit for service on which no taxes have been paid 
to either svstem the bill provides that individuals who are entitled 
to retirement benefits under the Social Security Act shall not be 
credited with prior service under the Railroad Retirement Act, with 
the qualification, however, that the resulting reduction in the annuit 
shall not be greater than the benefit to which the individual is entitled 
under the Social Security Act 

Senator Dovaetas. | want to ask right there what I think is a very 
fundamental question. It is obvious that one of the big problems is 
the gearing of the Railway Retirement Act into the Social Security 
System. We have the problem not only of dual administration but of 
differing benefit rates and differing contribution rates. As you 
correctly point out, the railway workers pay much higher contribution 
rates than under social security, and in some cases have been receiving 
smaller benefits, and where they received larger benefits, the benefits 
have been in a smaller proportion of increase as compared to their 
contribution, this being partially caused by the factors that we have 
mentioned, namely, that the railway system assumed the liability of 
men of years of service prior to the passage of the act, and also, I think, 
to the fact that as the Social Security Act itself has been successively 
revised in 1939 and 1950, there is implicit in the Social Security Act 
an ultimate subsidy at some distant future date, whereas your plan is 
intended to be self-supporting. I wonder, therefore, if you would 
consider the question as to the possibility of amalgamating the two 
systems, putting all railway employees under the Social Security Act 
and using the differences in the rates of contribution (a) to meet the 
claims of those who have been employed prior to 1937, and (b), to 
provide a higher scale of benefits for the railway workers than for the 
other workers, but with unification of administration. 

Mr. Lercutry. We have considered that, Senator, and after exploring 
it quite thoroughly we came to the definite conclusion that the ad- 
ministration would be more complicated than it would with two sep- 
arate systems. As you know, many employees that are eligible for 
annuities under our system could not qualify under the Social Security 
System. We have disability benefits which the Social Security System 
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does not have. We would be required to do all of this bookkeeping 
with respect to all of these employees to see what additional amount 
they would be entitled to by reason of this additional tax rate. When 
you go into all of the details of it, you find that the administration 
of it would be so ¢ ‘complicated. Any claims that arose would have to be 
cleared with both the Retirement Board and the Social Security 
System. You would be wandering around between the two to get your 
claims adjusted. It just wouldn’t work out in a practical manner to 
do it. We gave very careful consideration to it, and we just couldn't 
see how it would be a move that we could support. 

Senator Dovae.as. In the case of unemployment insurance who 
pays out the benefits under the unemployment insurance features of 
the Railway Act? 

Mr. Lereury. It is paid out of our fund. 

Senator DouGcias. Who administers it? 

Mr. Lercury. It is administered by the Railroad Retirement 
Board. 

Senator Doveuas. And the benefits are paid by them. The Social 
Security Board and the various local employment offices have nothing 
to do with it? 

Mr. Leraury. It is entirely separate. 

Senator DouG.tas. It is a separate administration all the way down. 

Mr. Leigury. A separate administration all the way down, that is 
right. 

Under the present law an individual who continues in service after 
age 65 pavs the same taxes on the compensation he then earns as other 
employees pay, but he receives no credit for that service or compensa- 
tion in the computation of his annuity. At the time this provision 
was written it was considered a desirable inducement for the older 
employees to retire so as to help relieve the unemployment problem. 
During the last war, however, our problem changed from one of un- 
employment to one of a manpower shortage and that condition con- 
tinues. That condition results in pressure on retired employees to 
reenter service and on employees eligible for retirement to continue 
in service. 

When such individuals have not accumulated 30 years of service at 
age 65 it appears to be an unwarranted discrimination against them 
not to allow them credit for such service up to the 30-year maximum 
which applies when prior service is used. The bill therefore proposes 
that in future awards service rendered after age 65 be credited in the 
same manner as service rendered prior to that time, retaining, of 
course, the 30-year maximum where prior service is used. 

Senator -DouG.ias. Had you ever thought of a suggestion that I 
think Mr. Cherne, of the Research Institute of America, has made, 
to have variable annuities, and if a man postpones retirement and 
therefore has fewer vears during which he is to be retired on pension, 
his annuity should be at a proportionately higher monthly rate, so 
that if he postpones retirement from 65 to 70 and his expectation of 
life, let us say, is 8 years instead of 14, his monthly rate retiring at 
age 70 would be in excess of what it would be if he had retired at the 
age of 65. 

Mr. Leieuty. Frankly, we haven’t given much consideration to 
that, and based on our experience we are not too sympathetic toward 
it, because primarily the system is based on the premise that every 
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man should retire at age 65, and we would like to retain that premise 

if somewhat in a modified form in the act as it now exists. We do 
realize that it does create some inequities, but I might say that in 
determining the costs of the system, the fact that these peopie con 
tinue to work after they attain age 65 and work until age 68 or 70 
and consequently the total amount of their annuity is lesser than they 
would otherwise receive, has all been given consideration in deter- 
mining the costs, and if we should attempt to place into effect a 
svstem similar to what you have described it would mean that we 
would have to increase our figures all along the line because of that 
factor. As 1 mentioned a moment ago, the average age of retirement 
at the present time is around 68 years, so we are receiving some benefit 
of those additional years of service, and consequently a benefit on our 
tax rate. We don’t like to disturb that arrangement. 

Senator DouGcias. On the other hand, you have well described the 
fact that one of the reasons for the original passage of the act in 1934, 
1935, and 1937 was this desire to retire the older employees so that the 
younger men who had been bumped off the list could get jobs again. 
As you say, that period of labor surplus and acute unemployment 
has been replaced on the whole by a period of labor shortage. We 
are going to have a long period of war preparation if we do not have 
actual war. The prospects are that for a considerable period of time 
we will not have a labor surplus. So the case for retiring people at 
age 65 is not as strong as it was 15 or 20 years ago. 

Mr. Leieutry. That is right. 

Senator Doveias. Should we not at the beginning think of how 
we could enable people over the age of 65 who are competent to work, 
if they can perform their former occupations, to work in those occupa- 
tions, vet at the same time protecting them in case they choose to 
retire or are unable to work? In other words, should we have in this 
period as great pressure upon men to retire at age 65 as we had when 
the legislation was originally enacted? 

Mr. Lerauty. We don’t think we should have as great pressure on 
them to retire at 65 and we thought this provision we are suggesting 
be placed in the act would take care of that situation to some extent. 
We have in mind here particularly a man who retires with 25 years of 
service, and that is the number of years on which his annuity is based. 
He comes back into the service _ ‘cause of this emergency, is qualified, 
and worked for an additional 5 years, for example. The present law 
provides that he gets no cre dit a atever for that additional service, 
although he pays taxes. We propose in here to give recognition to 
that. We are meeting it partially. We are trying to maintain as 
even balance as we can. 

Insofar as an inducement for these men to remain on after 65, 
speaking very frankly, the relationship of their annuities and their 
earnings is such that those who are physically able or I should say 90 
percent of those who are physically able, because of needs and in 
other cases through patriotic duty, are going to remain after age 65. 
That was amply demonstrated during the last war, where many 
thousands of employees remained after age 65 and up to age 70 to do 
just that. 

Senator Dovetas. I think it is important to note that a railway 
employee who retires can work elsewhere and still get benefits from 
the railway system, isn’t that true? 
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Mr. Leienty. Not under our proposal. Under our proposal we 
have adopted the restrictions of social security and they can’t earn 
over $50 a month. 

Senator Dova.uas. I see. Prior to this time, however 

Mr. Leiaury. Prior to this time they could, that is right. 

Senator Douauas. So you propose to discourage them from taking 
other work. 

Mr. Leienty. That is right. 

Senator Douecias. There is a very real question whether that is 
desirable. 

[r. Lercuty. Your situation is this: There are a lot of things that 
we would like to do in a retirement act, and you have all of these costs 
involved, and where then is the money coming from? <A very difficult 
problem is to get the proper balance. What one group may think is 
the proper balance may not meet with the views of another group. 
In assisting in drafting this legislation, we have endeavored to evaluate 
those things, and what we have arrived at here are the considered 
conclusions which we have reached, which will maintain a reasonable 
balance between these factors. We don’t Say it is a 100 percent bill 
or anything of that kind. There isn’t any bill of which that can 
be said. 

Senator Doveras. Then you will allow him to earn up to $50 a 
month. 

Mr. Lerautry. That is right, the same as social security. 

Prior to the 1946 amendments the Railroad Retirement Act made 
no provision for survivor benefits as such. However, the act did 
afford an employee the option, within certain limitations, to take a 
reduced annuity during his lifetime so as to provide an annuity for 
his spouse if she survived him, the combined amounts being computed 
to have a value equivalent to the single life annuity to which the 
employee was entitled. With the introduction of survivor benefits 
the authority to make such elections was discontinued but a few such 
elections are still in effect by reason of action taken prior to 1946. 
In such cases if the spouse predeceases the employee, the employee 
‘annot understand why he must continue to take a reduced annuity 
even though it is an established fact that no survivor annuity will 
ever be paid. He feels that by taking the reduction during the period 
that there was any chance that a survivor annuity would be paid he 
has paid for the chance that did not materialize. This situation gives 
rise to bitter complaint that is all out of proportion to the savings that 
accrue to the railroad retirement account through continuing the 
reduction after the death of the spouse. The bill therefore proposes 
that in such cases annuity accruing after the death of the spouse should 
be in the same amount that would have been payable if no election 
had been made. 

At the present time the only restriction upon retired employees 
reentering employment is that the annuity is not paid for any month 
in which they work for a railroad employer or for the last person by 
whom they were employed before the annuity began to accrue. Under 
employment conditions existing in 1937 sue ha provision was deemed 
sufficient to assure that individuals who applied for annuities at a time 
when they were eligible to receive them genuinely meant to retire and 
not simply draw annuities to supplement wage payments. 
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Senator Ives. May I interrupt there? I would like to have one 
thing made clear to me. When did these persons who receive annui- 
ties elect the retirement plan or whatever it is which is going to be 
followed in their case? Or is this a formula which is exact, and which 
works automatically, so that no retirement options are granted them? 

Mr. Leicury. Well, the employee does not necessarily announce 
his retirement until he is ready to retire. Under our plan he does not 
have to make an announcement in advance of the time when he wants 
to retire. 

Senator Ives. Your plan is more or less a fixed plan? 

Mr. Lercury. That is right. 

Senator Ives. It would not make any difference whether he an- 
nounced he was going to retire or not. 

Mr. Lercury. That is right. 

Senator Ives. So it is not like some other plans. 

Mr. Lercury. No; it is not. The employee can decide today that 
he is going to retire, if he is over age 65, and notify the carrier, and 
as soon as they furnish relief for him, he can retire and file his appli- 
cation, and it will apply as of the date he retires. 

Senator Ives. As far as any benefits are concerned, it would be 
exactly the same if he did not announce he was going to retire? 

Mr. Lereury. That is right. There is no change in the benefits. 

Senator Ives. Thank you. 

Mr. Lercury. Retirement annuities are meant to support people 
who have retired and it is an abuse of the system to use them merely 
to supplement wage income. Under present employment conditions 
such abuses can readily occur. We are consequently proposing the 
introduction, in addition to the existing restrictions, of a work clause 
like that in the Social Security Act, namely that the annuity will not 
be paid in any month in which $50 or more is earned in wages or self- 
employment covered by the Social Security Act. 

[ think I have now covered the major subjects dealt with in the bill 
except the matter of financing. There are a number of changes in 
detail which I have not discussed but which will be covered in Mr. 
Schoene’s testimony. I stated earlier that the available solutions to 
our problems were limited by the requirements of prudent financing 
without increasing the tax rates. We meet that limitation in a variety 
of wavs. In the last actuarial valuation the level of future taxable 
payrolls was estimated as equal to an average of $4,600,000,000 per 
vear. In making those estimates no account was taken of future 
increases in wage rates and substantial increase have already occurred. 
Under present conditions it is reasonable, and in fact I think conserva- 
tive, to estimate the future level payroll at $5.2 billion particularly in 
view of the raising of the maximum creditable and taxable compensa- 
tion from $300 per month to $400. 

Senator Doveras. May I ask a question? 

Mr. Lercury. Yes, sir. 

Senator Douaias. Can we have furnished for the record what the 
estimated total wage and salary payments of the carriers are at 
present? I suppose that can be obtained from the reports of the 
Interstate Commerce Commission. [See Mr. Leighty’s testimony on 
May 14.] 

Mr. Leranty. Yes; that can be obtained. 

Senator Ives. Before you continue, may I ask a question? 
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Mr. Leiaury. Yes, sir. 

Senator Ives. You may cover it here. I do not know. 

Have you any record of the effect of the increases in benefits which 
were authorized in 1948? 

Mr. Leiaury. Yes. 

Senator Ives. So that you know what that effect has been on the 
fund? 

Mr. Lergury. Yes;wedo. And we find that where it was estimated 
at that time that the fund would be about 1 per cent of the payroll 
inadequate, the actuaries now estimate that it is adequate. 

Senator Ives. That it is adequate? 

Mr. Lerieutry. Yes. Based on the 4.6 payroll, even, it is adequate. 

Senator Ives. You were surprised; is that it? 

Mr. Leicutry. We were not surprised at all. 

Senator Ives. I remember the discussions that occurred in con- 
nection with that 1948 legislation, and you were all willing to gamble 
on that basis. 

Mr. Lercury. We were not surprised, because we anticipated some- 
thing of that kind. But we were glad that our expectations were 
realized. 

Senator Ives. Thank you. 

Senator Dovetas. And I take it that what happened was that the 
increase in wage rates increased contributions in a greater ratio than 
benefits? 

Mr. Lerentry. That is right. 

This revision of payroll estimates has two important consequences 
with respect to financing. I have already pointed out that the raising 
of the taxable ceiling in itself results in a net gain. In addition, the 
cost of benefits based on prior service results in a smaller percentage 
charge on the payroll when it is spread over a larger taxable payroll. 

The elimination of prier service credits for individuals who are 
entitled to benefits under the Social Security Act also will result in 
savings to the account. Similarly the more restrictive work clause 
will result in savings either through the postponement of retirement 
or through nonpayment of annuities. Likewise savings will result 
from the introduction of the 10-year minimum service requirement. 
The bill contemplates that in the adjustments that will be made 
between the railroad retirement account and the old-age and survivors’ 
insurance trust fund the standard to be applied will be that the old- 
age and survivors’ insurance trust fund shall be placed in the same 
position in which it would be if railroad employment were covered by 
the general Social Security System. Since the railroad population is 
a relatively higher cost segment of the working population than the 
working population as a whole the separate maintenance of the rail- 
road retirement system relieves the general Social Security System of 
obligations more than commensurate with the tax income that would 
be derived from the collection of social sec urity taxes on railroad 
service. It is contemplated that in the adjustments to be made 
between the two funds the railroad retirement account will be given 
due credit for what it thus contributes to the maintenance of old-age 
and survivors’ protection of the whole working population. 

The actuarial experts of the Railroad Retirement Board have made 
an estimate, in terms of level percentage of payroll, of the cost of the 
railroad retirement system as it would be amended by S. 1347. That 
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estimate is included in the Board’s report to this committee. In 
making that estimate account was taken of both the increased benefits 
and the savings provided by the bill The experts estimate that the. 
cost is approximately 14 percent of payroll. The tax rate beginning 
next year yields 12!) percent of payroll. The difference between the 
tax rate and the estimated level cost is therefore only about 1\ percent. 

Senator Douaias. Mr. Leighty, who were these experts? 

Mr. Lereuty. The Railroad Retirement Board people. 

Senator Doua.ias. What were their names? 

Mr. Scnuoene. It was done in the Research Department of the 
Railroad Retirement Board. 

Senator Douatias. Are there representatives of the Railroad Retire- 
ment Board here? 

Mr. Leigury. Yes, the chairman, Mr. Kennedy, and Mr. Harper. 

Senator Dovuatas. I would like to hear the Railroad Retirement 
Board at an appropriate time on this question. So if you do not 
have your experts with you, Mr. Kennedy, I would suggest that you 
have them next week some time. 

Mr. Kennepy (William J. Kennedy, Chairman, Railroad Retire- 
ment Board). I would be glad to do that, sir. 

Senator Douaias. Could you tell me what was the maximum size 
of the fund contemplated under these estimates? 

Mr. Leiaury. My recollection is that it eventually will build up 
to some 6 to 8 billion dollars. I do not have the exact figures with 
me here. And when the tax receipts are not sufficient 

Senator DouGtias. But just a minute. The current contributions 
would be 12% percent. 

Mr. Leicury. Yes. 

Senator Doveias. Then you will have interest on the reserve. [| 
do not see where the gap occurs. Because you state that the benefits 
will be 14 percent of payroll. The tax rate itself, of 64 upon each side, 
amounts to 124%. That leaves the gap of 14%. But you have a reserve 
fund upon which interest will be paid. And if it amounts to 6 to 8 
billions, assuming a 2% percent interest rate, that would be 150 
millions a year. 

Mr. Leiaury. The law provides for a 3-percent interest rate. 

Senator Dove.as. And that is 3 percent of current taxable payroll. 
So according to these figures you would have a surplus of 1 percent. 
I think we ought to have the precise actuarial figures. 

Mr. Leicuty. The interest has been taken into account in arriving 
at the amount, Senator. 

Senator Douatas. Yes; but I mean the direct contributions of 6% 
from each side will amount to 12%. Then the cost must be in excess 
of 14 percent. 

Mr. Lerauty. Well, this, as we have said, takes into account the 
costs and the savings. That is right. 

Senator Dove.as. | would like to see the detailed actuarial tables. 
Because there is some contradiction here in these figures. 

Mr. Scnoene. Senator, you have a report from the Railroad Re- 
tirement Board, I think, already in the committee files. There is 
attached to that report as exhibit B an analysis of the cost of the bill, 
which shows the computations that were made and what factors were 
taken into account. 
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Senator Doveu.as. I notice this report by Mr. Kennedy and 
dissent by Mr. Squires. I am going to ask that the Board produce its 
chief actuary, and that he be subjected to direct cross-examination. 

Mr. Kennepy. We will be glad to do that at your convenience. 

Mr. Leiaury. Taking into account the fact that the cost estimate 
must be based on predictions extending to perpe tuity it is obvious 
that such an estimate can at best be only an approximation by which 
to guide one’s judgment. Necessarily as experience develops adjust- 
ments in the system will have to be made from time to time. It is 
our considered judgment that when the tax rate is within a range of 
as little as 1% percent of an estimated cost running to perpetuity 
prudent financing does not require a change in the tax rate. 

Senator Dove.as. Mr. Leighty, perhaps I should not address this 
question to you but should wait until Mr. Schoene testifies. What 
is your presumption concerning the size of the om Is it to be 
drawn down after reaching its maximum, or is » be kept at its 
full level? 

Mr. Leicury. It is to be kept at approximately its full level. 

Senator DouGuas. In other words, you adopt the same theory of 
financing as the original Social Security Act of 1935, before it was 
amended, 1935 to 1939; that is, a large permanent reserve earning 
interest to make good deficits between current contributions, then 
current contributions, and current payments? 

Mr. Leiguty. Let me put it this way. It remains at a high level 
for a long period of time. It is anticipated that later on, many, 
many years from now, the amount of the benefits paid will be slightly 
less than when they are at their peak. 

Senator Dove.as. Because of the upward drift of earnings; yes. 

Mr. Leigury. And when that time comes, the surplus in the fund 
declines at a very slow rate, until you get into complete balance. 

Senator Dovexas. At what level? 

Mr. Lereury. I think the figures that we have seen have gone to 
2040. 

Isn’t that it? 

Mr. ScHOENE. 2020. 

Mr. Leieutry. 2020. The year 2020 is that to which the figures 
that we have go. And there are so many things that can happen in 
that interim that it is our feeling that as long as you have a system 
that for the foreseeable future is going to have a good surplus, a 
sizable surplus, and these so-called imponderables that you cannot 
definitely determine at this time are handled in a conservative manner, 
there is no doubt as to the soundness of this plan. 

Senator Dovuatas. Mr. Schoene, are you going to testify on the 
actuarial features of this? 

Mr. Scuoenr. | will have some comment to make on that, Mr. 
Chairman, but I am not an actuary and can only tell you what my 
understanding is of what the Board experts have told us. 

Senator Dovuaias. Thank you. 

Mr. Leicuty. We exercised a similar judgment in 1948 when we 
recommended and Congress adopted amendments increasing retire- 
ment benefits by 20 percent. The estimated cost of the system as so 
amended was a little over 1 percent in excess of the tax rates. De- 
velopments since 1948 have already established the validity of the 
judgment then exercised. 
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Of course, we do not want to take chances with the solvency of the 
railroad retirement account. The bill does not propose to take such 
chances. Even if experience shows that the cost actually works out 
to about 14 percent of payroll there will still be a period of many 
vears during which the reserve in the account will continue to increase 
and if and as experience shows the need for adjustments there will be 
ample opportunity to make them. Neither we nor the Congress have 
anv intention of going out of business in the foreseeable future. 

Senator Dovetas. But I take it that it is not the intention of your 
group to rely on an ultimate Government subsidy. 

Mr. Lercutry. No. That is correct. 

Senator Dovecias. You want to have the fund self-supporting. 

Mr. Lerentry. That is right. However, I might say this, Senator: 
that if at some future date the Government should have to subsidize 
the social-security account, we don’t want to take the position that 
we are going to say, ‘No, we won’t ever ask for anything of that kind.” 

Sut it is not in this plan. 

We have devoted months of investigation and study to all phases 
of our railroad retirement system, including the innumerable amend- 
ments which have been suggested, and the proper financing of our 
system. We have arrived at certain conclusions as a result of our 
labors. We believe that we have prepared a well-rounded, balanced 
program that meets all the really serious and difficult problems with 
which we are confronted. We recognize that many of the employees 
we represent would like to see a considerable number and variety of 
other changes in the act. Some of these might have merit if they could 
be considered in isolation and apart from all the other problems with 
which we have had to deal. We have given careful consideration to 
all suggested revisions that have come to us. We have had to choose 
and select and exercise our best judgment in relation to the total 
situation. In the exercise of that judgment we have developed the 
program I have discussed with vou and we earnestly and respectfully 
solicit your coope ‘ration in obtaining its enactment. 

Now, Mr. Schoene is our counsel and has participated in all of these 
discussions, in the drafting of the bill, and can give you information 
on any and all of the details that are involved in this bill. And it is 
the intention, I understand, that Mr. Schoene will follow me as our 
next witness. 

Senator DouG.as. Senator Ives, any questions? 

Senator Ives. No questions. 

Mr. Lercgury. 1 want to thank you for your courtesy and the 
attention you have given me. 

Senator DovuGias. Thank you for your testimony. 

Will you identify yourself, Mr. Schoene? 


TESTIMONY OF LESTER P, SCHOENE, GENERAL COUNSEL, 
RAILWAY LABOR EXECUTIVES ASSOCIATION 


Mr. Scuornr. My name is Lester P. Schoene. I am a member of 
the law firm of Schoene & Kramer, with offices in Washington, D. C 
at 1625 K Street NW. 

I think it may be of some interest to the committee, and perhaps 
at least the record should reflect the fact that although I am engaged 
in the general practice of law I have had a fair amount of experience 
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in dealing with railroad retirement matters. I entered Government 
service in 1934 as assistant general counsel to the original Railroad 
Retirement Board under the 1934 legislation. 

After that act was found unconstitutional, in 1935, I transferred to 
other Government service for a period of approximate lv 2 years, and 
then returned to the Railroad Retirement Board as general counsel 
in 1937. I served in that capacity until 1942, when the Board’s 
offices were moved out of Washington, and I did not feel inclined to 
move to your home State, Senator. 

Senator Dovucias. I was going to say that indicated very poor 
judgment on your part. 

Mr. ScHoener. I then again transferred to other Government service, 
continuing until 1944, at which time I established my present office. 

One of the first items of work which I was asked to do after reentering 
private practice was to develop and draft the legislation or proposed 
legislation at that time which became the 1946 amendments to the 
Railroad Retirement Act. 

Senator Dove.uas. That is the so-called Crosser Act? 

Mr. Scnorne. The so-called Crosser Act. 

Since 1944 I have constantly given such advice as was called for by 
the Railway Labor Executives Association on legal matters relating 
to the railroad retirement and unemployment insurance system; so 
I think it is fair to say that with the exception of two intervals of ap- 
proximately 2 vears each I have been connected in one way or another 
with railroad retirement legislation for a period of almost 17 vears. 

I have served with the Railway Labor Executives Association in 
the study and investigation which Mr. Leighty has described, extend- 
ing over a period of more than the past vear, in developing solutions 
to these problems. And I must assume the responsibility for the 
draftsmanship of the bill, S. 1347, which the Railway Labor Executives 
Association is sponsoring. 

I should say that in the drafting of the bill I was very ably assisted 
by Mr. David B. Schreiber, the associate general counsel of the Rail- 
road Retirement Board. In fact, it was pretty much of a joint project 
of draftsmanship, and I am very much indebted to Mr. Schreiber’s aid 
and assistance in preparing the bill. 

If you look at the bill itself, you will see that it provides numbers of 
changes of language to be made here and there throughout the text 
of the Railroad Retirement Act. It is almost impossible to discuss the 
bill itself from the face of the bill without relating it to the text in 
which those changes are made. I am therefore going to ask you to 
have before you as I speak the comparative print, which I think the 
chairman has already put into the record, which was prepared by the 
legislative counsel of the House and which reproduces those sections 
of the Railroad Retirement Act that are amended, and shows exactly 
what changes are being made by this bill. 

In that connection, Mr. Chairman, I would like to make this re- 
quest: that when this comparative print is reproduced in the record 
here, the pages and line numbers of the comparative print be shown, 
because in my comments I will have to refer to the pages and line 
numbers, so that you can identify the portions I am speaking of. And 
so if the record will reproduce the page numbers and the line numbers 
as they appear in the comparative print, it will be possible from the 
record to follow the comments that I make. 


83931—51——_8 
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Senator Dovueias. Without objection, that will be done. 

Mr. Schorenr. Now if you will look at the comparative print, you 
will notice that section 1 of the Railroad Retirement Act, dealing with 
the matter of definitions, defining ‘“‘employer,” “‘employee,”’ and so 
on, is not substantially changed. The first change that you find is 
on page 9 of the comparative print, where, at line 16, you will note 
that the figure 54 has been changed to 126. Those figures appear in 
a provision of the act, the substance of which is that although years 
of service are accumulated through months of service, and any 12 
months of service constitute a year of service, under the present law 
if an individual has 54 months of service, an ultimate fraction of 6 
months or more is considered as a year of service, and minor fractions, 
or fractions for individuals with less than 4% years of service, are 
taken at their actual service. 

In view of the 10-year minimum service requirement that Mr. 
Leighty has described, of course, it becomes inappropriate to continue 
a 44-year basis for the application of this major fraction provision. 
Consequently that has been changed to 126 months of service, or 10 
vears and 6 months. There is no change in principle involved in that 
provision. 

The next change you will find is on page 13 at line 15, where we 
have added a definition of the term “Social Security Act” and “Social 
Security Act, as amended”’; and that definition is introduced solely 
for the purpose of making clear that when we refer to the Social Secu- 
rity Act in this act we are referring to the Social Security Act as it 
now stands and not the Social Security Act as it might be amended 
from time to time. To be sure, if the Social Security Act is amended, 
it may be appropriate at the same time to amend the Railroad Retire- 
ment Act correspondingly, but, if that should be done, we want it 
to be a deliberate rather than an inadvertent process or an unintended 
consequence of amending the Social Security Act. 

Also on page 13 you will find in line 21 where the eligibility condi- 
tions for retirement annuities are set forth, that there has been 
introduced the 10-year service requirement. As amended it will read: 

* * * The following-described individuals, if they shall have been employees 
on or after the enactment date, and shall have completed 10 years of service, 
shall, subject to the conditions set forth in subsections (b), (¢), and (d), be 
eligible for annuities after they shall have ceased to render compensated service 
to any person * * #* 

That is the major point at which the 10-year minimum service 
requirement is introduced. 

Next, turning over to page 16, paragraph 5—and this paragraph 
5, incidentally, is still a paragraph defining individuals who are 
eligible for annuities—in connection with the eligibility for disability 
annuities, based on disability to engage in their regular occupation, 
we have under the present law a requirement that they either must 
have completed 10 years of service or have attained the age of 60. 
Now, clearly, when we introduce a 10-year minimum service require- 
ment for all cases, a reference to a specific requirement on the part of 
disability annuitants, that they have either 10 years of service or be 
aged 60, becomes inappropriate. The general provision to which I 
have already called attention at the beginning of section 2 will set the 
requirement for disability annuities, the same as others, at a minimum 
of 10 vears of service, before the individual is eligible. 
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Senator DouGias. Now, just a minute. Suppose they have not 
had 10 years of service but have reached the age of 60, and they are 
permanently disabled. They now become ineligible? 

Mr. Scnoensr. That is correct. All individuals become ineligible if 
they have not completed 10 years of service at the time of their retire- 
ment or their death. 

Senator Dovua.as. Or disability. 

Mr. Scuoenr. Either age or disability retirements; ves. 

The next change, which you will see at the bottom of 
strikes out the language: 

An employee, in receipt of such annuity, who earns more than $75 in service 
or hire, or in self-employment, in each of any six consecutive calendar months, 
shall be deemed to cease to be so disabled in the last of such 6 months; and such 
employee shall report to the Board immediately all such service for hire, or such 
self-employment. 

That change is related to the introduction of the new work clauses, 
which Mr. Leighty has described in his testimony. 

Senator Douactas. Fifty dollars a month. 

Mr. Scuorene. It is $50 a month for individuals after the age of 65. 
Now, disability annuitants under the age of 65 are given slightly 
different treatment. As this provision I have just read indicates, 
those individuals are at the present time permitted to earn as much 
as $75 per month, or more than $75 per month, any amount they 
may be capable of earning, so long as they do not do it for more than 
six consecutive months. 

Senator DouGuias. May I comment, please? 

Mr. ScHoEne. Yes; surely. 

Senator Dovuauas. Here we have a very difficult problem, because 
it is obvious that we want people who are disabled both to be rehabili- 
tated and to rehabilitate themselves, so that their earning capacity is 
restored. If, on the other hand, they know that in so doing, and earn- 
ing outside, their disability payments stop, before it is certain that 
they can earn more as a rehabilitated person, there will be a hazard 
created as to how much of an effort they will make to rehabilitate 
themselves. 

Mr. ScHoene. That is true, Senator. It is a very difficult problem 
and one that I do not believe anyone has a perfect solution for. We 
have felt that the present provision has not been working well. It 
results in perhaps undue restrictions on some individuals and is abused 
by others. We have felt that the amount that an individual shall be 
permitted to earn, consistently with the receipt of a disability annuity, 
before he reaches the age at which he could retire on an age retire- 
— should be increased. We consequently provide that in such 

vases the amount that may be earned without forfeiting the annuity 
shall be increased to $100 rather than $75. 

Senator Douecias. Then he could get his disability benefit in 
addition? 

Mr. Scuoene. That is correct. 

Senator Dovetas. But suppose the disability benefit is $50. Then 
if he increases his earnings to $120, instead of getting a total income 
of $100 plus $50, or $150, he goes back to $120; so that by increasing 
his earnings 20 percent he decreases his income $30, or 20 percent. 

Mr. Scuorene. That is correct. And, as I say, I don’t claim that 
this is a perfect solution to the very difficult problem that you have 
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so well stated. But it was the best practical solution that we wer 
able to come to. 

Senator Doveias. Would the actuaries work on the possibility of 
a graduated scale, so that one could always increase one’s total income 
by increasing one’s earnings? 

Mr. Scuoenr. We have given consideration to all kinds of gradua- 
tions and various possible provisions, and I think the general conclu- 
sion the chief executives came to after discussing that was that it 
would become so involved that the individual would not know what 
his rights were or when he was hurting himself or what course he should 
follow. It is an extremely difficult problem to find any solutions 
that there aren't some faults in. 

Senator Douauas. I understand. 

Mr. Scuoenr. Now, there is another change on page 17 of the bill. 
That is in line 21. Under the present law an individual’s annuity 
cannot begin to accrue more than 2 months before the time that he 
files his application, even though he was eligible prior to that time. 
Under the amended social security law, a pe riod of 6 months is allowed, 
and in view of the fact that we have provided a minimum guarantee 
here oa to the benefits payable under the Social Security Act, we 
felt it was also necessary to allow the same period of retroactivity 
that would be permissible under the Social Security Act. Of course, 
in any event, the annuity does not begin before he meets the eligibility 
conditions. This mere ‘ly has to do with delayed filing of the applic a- 
tion. 

Now, on page 18, beginning at line 4, you will find the new work 
clause that Mr. Leighty referred to, and you will note that it is appli- 
cable to any individual receiving an annuity under paragraphs 1, : 
or 3, that is, the nondisability annuities, or under paragraphs 4 or 5, 
that is, the disability annuities, after attaining the age of 65 and up 
to the age of 75. There again we follow the principle established in 
the Social Security Act, of making the work clause applicable only to 
age 75, on the theory that the likelihood of any substantial employ- 
ment after that age being obtained is not too great, and that it is not 
worth while policing a work clause after that age. 

Then you will note that in clause (iti), we provide: 
is receiving an annuity under paragraph 4 or 5 of subsection (a), is under the age 
of 65, and shall earn more than $100 in ‘‘wages’”’ or be charged with more than 
$100 in ‘‘net earnings from self-employment.” 

On line 15 of page 18, you will find aubparagraph (e), which defines 
wages and self-employment to mean wages and self-employment as 
provided in the Social Security Act. That definition is applicable 
both for purposes of the work clause, which I have just been discussing, 
and for purposes of the work clause applicable to survivors which | 
will discuss in a little more detail when I come to section 5 of the act. 

Beginning at line 22 of page 18, you will find that we have provided 
for the spouse’s annuity, which Mr. Leighty described. 

Senator Douaias. Now, I notice that you have used this unsexed 
term ‘‘spouse.”’ 

Mr. Scuoener. Yes 

Senator Doua.ias. Rather than the feminine term “wife.” 

Mr. Scnogene. That is right. 

Senator Dovacias. You mean, then, that this provides benefits for 
husbands of employed wives who reach the age of 65? 
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Mr. Scoorene. That is correct, under limited conditions. We in 
that respect again establish the same limitations that are provided in 
the Social Security Act. 

Senator Douatas. | have always had my doubts on that. 

Mr. ScHoene. If you will look at page 20, subsection (g), beginning 
‘spouse”’ is defined; and that 


at line 5, you will find that the term 
definition reads that 


For the purposes of this Act, the term “‘spouse”’ shall mean the wife or husband of 
} 


a retirement annuitant or pensioner who (i) was married to such annuitant or 
pensioner for a period of not less than three vears immediately preceding the day 
on which the application for a spouse’s annuity is filed, or is the parent of such 
annuitant’s or pensioner’s son or daughter, if, as of the day on which the applica- 
tion for a spouse’s annuity is filed, such wife or husband and such annuitant or 
pensioner were members of the same household, or such wife or husband was 
receiving regular contributions from such annuitant or pensioner toward her or 
his support, or such annuitant or pensioner has been ordered by any court to 
contribute to the support of such wife or husband; and (ii) in the case of a husband, 
was receiving at least one-half of his support from his wife at the time his wife’s 
retirement annuity or pension began. 

In other words, the husband does not become entitled 

Senator DovGias. He must in fact have been a dependent. 

Mr. Scnoene. He must in fact have been dependent on his wife at 
the time she retired. In other words, while she was working she was 
supporting him at least to the extent of half of his support. 

Senator Dova.ias. I am glad that there are some benefits from the 
male standpoint from the extension of this principle of feminism. 

Mr. ScHoEeNk. We still recognize, Senator, that in the normal situ- 
ation the husband is supporting the wife, and it is only in the unusual 
situation where that is not occurring that the husband is deemed to be 
a spouse for purposes of the spouse’s annuity. 

I do not think it is necessary to comment on every line of this 
definition. It provides, as Mr. Leighty said, a spouse’s annuity if 
both the retired individual and the annuitant are age 65 or over, and 
the amount of that annuity is one-half of the retired individual’s 
annuity, but with a maximum of $50. The annuity is not payable if 
either the individual or the spouse is working beyond the permissible 
limits of the work clause. 

Senator DovG.ias. Let me ask this question. This is one of the two 
main ways in which the benefits are really increased under this bill? 

Mr. ScHoene. So far as the old-age benefits are concerned, that is 
correct. 

Senator Dovetas. The first being an average increase of around 13 
or 14 percent in the basic primary benefit, and then this addition of 
a spouse? 

Mr. Scuorene. That is right. And I should direct vour attention 
to the fact that in computing this half of the individual’s annuity, 
the benefit of that general increase of 13.8 percent will also be reflected 
in the spouse’s annuity up to the $50 maximum. 

We have certain technical provisions that deal with particular 
problems, such as, for example, in the case of an individual who has 
retired before age 65 and has taken an actuarially reduced annuity 
to compensate for its earlier receipt. The spouse’s annuity in that 
case is based not on the reduced annuity but on what his would have 
been had he taken it at age 65. Because, bearing in mind that the 
spouse’s annuity is not payable until after both are 65, it would be 
a discriminatory provision to reduce her annuity to compensate for 
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receipt before age 65, when she does not get it until after they ar 
both age 65. 

Senator Doveras. Mr. Schoene, the fact that the present act pro 
vides for retirement prior to age 65, at a correspondingly actuarially 
reduced rate of benefits: does that not suggest the possibility that 
retirement after the age of 65 could be permitted at an actuarially 
increased rate of benefits, and therefore that you would have your 
rate of benefits fluctuating according to the age of retirement? 

Mr. Scuorne. That is a possibility. It is very interesting to reflect 
on the history of that, Senator. We at one time had in the Railroad 
Retirement Act of 1935 the exact reverse of that. 

Senator Douacias. That is correct. I noticed that last night when 
I was checking over the history of the legislation. 

Mr. Scuoenr. The original Railroad Retirement Act of 1934 went 
to the extreme of making retirement at age 65 compulsory unless ther 
was a specific annual agreement to rem: iin in service to age 70, but 
retirement was still compulsory at 70. That was relaxed in 1935 to 
the extent of not making it compulsory, but of providing an induce- 
ment of exactly the opposite character 

Senator DouGcias. Reducing the annuity for each month of retire 
ment after the age of 65? 

Mr. Scoorenr. That is correct. 

Senator Dovua.ias. That is explainable in view of the historic con- 
ditions that you faced then, of high unemployment in the industry, 
and the desire of the younger men to get the older men to retire. 

Mr. Scuorenr. That is true. Then that was further relaxed in the 
provisions of the present law, by which no penalty was imposed for 
service after age 65, but the compensation is subject to tax without 
the service being creditable toward a large renewal. 

Senator DouGias. Now you are proposing a further step. 

Mr. Scooenr. Now we are proposing a further step to remove any 
discrimination. 

The kind of provision you are suggesting would be a further develop- 
ment in the direction of encouraging service after age 65. 

Senator Doua.uas. In view of the manpower shortage, might that 
not be a desirable encouragement? 

Mr. Scuorenr. Well, I can see that from the over-all national 
standpoint it might be. However, I should say that I think some of 
the representatives of the railroad emplovees are dubious about going 
even the step that we are proposing here. And I doubt that you 
could get much sympathy at this time at least to going as far as you 
are suggesting that one might go. 

As a matter of technical possibility, the thing that you suggest is 
just + reverse of what we had in the 1935 act. It is possible to 
work it out. It would cost more money. Because, as Mr. Leighty 
weer Bc out, we do count on some savings from the fact that people 
do not retire at age 65. And, in fact, their present average retire- 
ment age is about 68. And sO we save, on the average, at the present 
time, approximately 3 years’ annuities. Of course, if you do that, if 
you use your money to induce people to remain in service, that i 
that much less benefit that you can provide other places. 

Senator Douatas. I always have felt that the revision of the Social 
Security Act which we adopted last year was defective, in that it pro- 
vided this inflexible retirement age, without the possibility of gradua- 
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tion prior to or subsequent to the age of 65. I have sometimes felt 
that those who administer social security systems tend to be some- 
what obtuse to new ideas 

Mr. Leteuty. Senator, I think that the same thing is true of any 
retirement system, that we are going to have to improve them as time 
goes on, and as it is possible to do so, and still retain a sound financial 
basis for what we do. I don’t think that in my lifetime we will ever 
get a system that we can point to and say that “this is the ultimate.”’ 
It is going to be a gradual process of evolution. 

Senator Dovauas. It is a very serious question that we are facing, 
for this is undoubtedly a*period of higher employment. 

Mr. Scnorne. That is right. 

Senator Douactias. The demand for war goods and war services 
will be high. There will be a great need for as large a labor supply 
as we can get; and yet having people over the age of 65 who are com- 
petent to work discouraged from working, or encouraged to retire 
before their life capacities have been exhausted, creates idle pools of 
manpower that need to be utilized. Asa matter of fact, it is probably 
from the older people and from the women that the chief additions 
to the labor supply will have to come. 

Mr. Leientry. In that connection, Senator, this is something that 
might interest you, with respect to how the railroad employees look 
upon it. You will find on page 100 of the annual report of the Rail- 
road Retirement Board it shows the retirement annuities, applica- 
tions received, years 1936 to 1950. You will find that in 1938 and 1939 
there were 28,000, and in 1939 and 1940 it dropped to 26,000, from 
1940 to 1941 it was 21,000, and then we got into the war, and it 
dropped to 18,000 and 17,000, 20,000, and 23,000. Then when the 
war was over, it jumped to 30,000, and then up to 44,000. 

So, you see, these men are actually remaining in service; that is, 
those that are in a physical condition to do to. Even though there 
was no inducement to do so, they were remaining in service insofar 
as the railroad industry was concerned. 

Senator Dovatas. Of course, that might have been the scantiness 
of the benefits. 

Mr. Lerauty. But the proportion of the benefits then to the cost 
of living was not as great as it is at this time, even with our proposed 
amendments. You do have a problem there. There is no question 
about it being a problem. But it is one that it is difficult to strike a 
balance on. 

Mr. Scuoener. I think, too, Senator, you have a very difficult 
question of policy that is related to that, and that is whether, in a 
retirement system that is intended to be more or less permanent, 
subject to adjustment from time to time, of course, whether you 
should have any such radical change as a complete switch to an 
opposite inducement over a period of a little over 10 years. There 
is a question of whether you can equi ably work these things back 
and forth to suit the fluctuations in manpower requirements; that is 
to say, the condition with which we are now confronted, while we 
don’t see the terminus of it, we certainly all hope it is not a permanent 
condition. 

Senator Dovetas. I wonder if these systems were really designed 
as retirement systems, or whether they were not designed as systems 
to provide minimum income for people in the upper years, for whom 
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work would not normally be available, or who desired to retire 
sut | wonder if it was intended to hasten people to retire, haste 
the retirement of people for whom work was available and who 
wished to keep on. Now, I know that in the railroad system yo 
have a somewhat different situation than elsewhere because ot 
seniority. 

Mr. ScHoeNns. I was just going to say that certainly in the history 
of the railroad retirement system the hastening of retirements was a 
very definite purpose, and not purely related to the economic condi 
tions of the time. You have technological factors that are involved 
You have the factor that it is a dangerous industry, in which agility 
is required. And there was a great deal of evidence before the con 
gressional committees that considered the first railroad retirement 
legislation on the extent to which superannuated employees wer 
being kept in service because the existing pension systems wer 
inadequate to induce their retirement. 

Senator DovuG.ias. They were creating hazards and dangers not 
only to themselves but to fellow employees and to passengers. 

Mr. Scnornr. That is right. And those factors cannot be ignored 
at the present time. 

Senator Doueuas. I understand that. But that is really peculiar 
to your industry. 

Mr. ScHoEeNsE. I think it is; yes. 

You also have the fact that tehenological advance is very rapid 
the industry, and it is reflected by the fact that we had in 1920 over 
2,000,000 employees in the industry handling a much smaller volume 
of traffic than is being handled today with about a million and a half 
employees. You get those pressures, which indicate the desirability 
of retaining some inducement for retirement when individuals reach 
that age. 

There is only one other comment I want to make with respect to the 
spouse’s annuity. Beginning at line 15 on page 19, provision is made 
that that shall not duplicate any other benefits. In other words, i 
the spouse is personally entitled to an annuity, either under the Social 
Security Act or through having been employed -— 

Senator Doueias. Mr. Schoene, if it is convenient with you, the 
Senate is now in session, and I would like to suggest that we adjourn 
until 2:30. I shall seek permission that the committee be permitted 
to meet while the Senate is in session this afternoon. 

Will that be acceptable to you? 

Mr. Scnornr. That will be entirely acceptable, Mr. Chairman. 

Senator Douctas. I want to congratulate both witnesses on the 
ve ry able statements which one has made and the other is making. 

I also want to congratulate them on the very careful study which 
they have obviously given to the subject and their desire to give 
increased benefits but at the same time to protect the integrity of the 
fund and avoid the necessity for a public subsidy; although I noted 
the saving clause that Mr. Leighty attached to that. It was very 
able testimony ona very complicated subject. I want to congratulate 
you both. 

Mr. Leigury. Thank you, Senator. 

Mr. Scnorenr. Thank you very much, Mr. Chairman. 

(Whereupon, at 12:15 p. m., a recess was taken until 2:30 p. m. this 
same day.) 
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AFTERNOON SESSION 


Senator Dovetas. The committee will be in order. 

On what page were you, Mr. Schoene? 

Mr. ScHoENE. I was on page 19, Mr. Chairman, as I recall, when 
we broke off. 

Mr. Lercuty. Mr. Chairman, you asked me a question this morning 
which I replied to from memory, and I do have some figures. | 
thought I had them in my records, but I didn’t want to take the time 
to dig them out. 

Senator Douatas. With respect to the ultimate size of the fund? 

Mr. LEIGHTY. With respect to the size of the fund. According Lo 
the present law, the Office of the Director of Research of the Railroad 
Retirement Board said, the fund would reach its peak in 1993, and at 
that time there would be $8,073,000,000 in the fund. 

Senator Douaias. Then was it due to recede? 

Mr. Leigury. It was due.to recede, and ultimately would result in 
a balance in the fund of $7,900,000,000. 

Senator Dove.ias. That is under the existing law. 

Mr. Lerentry. Under the existing law. The tax income at that 
time was estimated to be $542 million, and the disbursements $775 
million. 

I have this tabulation, which I will have prepared in a number of 
copies and submit it to you so you can follow the progression of the 
fund throughout the years. 

Senator Douatas. This should be made a part of the record at that 
point in your remarks where I addressed the question to you. 

Mr. Leraury. Yes. 

Then I also have some selected financial data by fiscal years 1938 
to 1950 as well as the taxable compensation by years, which I think 
might also prove helpful in the examination of this case, and I will 
have that prepared and introduced when I have a number of copies 
available. At the present time I have only the two copies that the 
Board originally furnished me. 

Senator Douacias. Before we continue the testimony, may I ask 
if any represeniative of the Railroad Retirement Board is here? 

Mr. Frank C. Squires (member, Railroad Retirement Board). Yes, 
Senator. 

Senator Dovatas. I asked your assistant counsel at the end of the 
session this morning to have in the city tomorrow your actuaries who 
can testify on the actuarial basis behind these computations. Have 
you arranged to do that? 

Mr. Horace W. Harper (member, Railroad Retirement Board). 
Yes. 

Senator Dovatas. I also asked that you get here at the earliest 
possible moment the Board of Consulting Actuaries so they may be 
available for testimony and cross-examination. 

Mr. Harper. Mr. Schreiber is now trying to locate those gentlemen. 

Senator Dova.as. If you can get them here tomorrow morning so 
they can hear the testimony of your actuaries, it would be very 
helpful. 

Thank you. 

Mr. Scnornr. Mr. Chairman, I think I was on page 19 of the 
comparative print at the time we recessed for lunch and was just 





116 RAILROAD RETIREMENT LEGISLATION 


pointing out that the spouses’ annuities are not duplications or are 
not payable so as to duplicate any other benefits either under the 
Railroad Retirement Act or the Social Security Act. In other words, 
if the spouse is insured under social security and is drawing an old-age 
benefit, or if the spouse has railroad employment and is drawing a 
railroad retirement annuity, the larger of the amounts is paid, but 
not a duplicate amount. 

| had already interrupted the strictly chronological discussion to 
point out the definition of spouse on page 20, and I think there is no 
need of repeating that. That begins on line 5 of page 20. 

Beginning on line 21 of page 20, we have the provision which | 
had already mentioned casually, namely, that the spouse’s annuity 
is subject to the same work clauses that are applicable to the annuities 
payable to the individual. 

On page 21, — at line 13, you will note that there the 
annuity factors used in computing the annuity are set forth. As 
Mr. Leighty contend at the present time the annuity factors are 
2.4 percent of the first $50, 1.8 percent of the next $100, and 1.2 
percent of the next $150, and those proportions of the average monthly 
compensation are multiplied by the years of service in arriving at the 
annuity. Those are increased, as you see, to 2.8 percent and 2 and 
1.4 percent, respectively. 

Senator Dovatas. I notice that the increase for the first increment 
of $50 is equal to one-sixth of the present benefit rate, and for the 
difference between $150 and $400 is one-sixth, but on the middle 
increment from $50 to $150 the increase is only one-ninth. Why 
didn’t you increase the benefit for this middle increment to 2.1 
instead of to 2? That would preserve an even proposition of rate of 
increase for each of the three increments, of one-sixth. 

Mr. Scnorene. Of course, that would bring about a one-sixth 
increase in the total annuity, a 16%-percent increase. 

Senator Dovatas. That is right. 

Mr. Scuoene. It was our feeling that the financing would not 
cover that much of an increase. I will tell you frankly what we 
were trying to achieve was something approximating 15 percent; 
16% was considerably over; and, since we do want to be prudent 
about the financing, we felt that it was better to shoot on the under- 
side of 15 rather than the upper side of it. We couldn’t get exactly 
15 percent without having very cumbersome fractions in the annuity 
factors that would make the annuities difficult to figure. 

Senator Doveias. You think this averages 13.8? 

Mr. Scuornr. This averages 13.8. Of course, everyone gets the 
benefit of that one-sixth increase on the first $50, whether they have 
high or low compensation. 

Senator Dovatas. | understand. 

Mr. Scuorne. You will note also that, instead of applying the last 
factor to the next $150, we have said the “remainder of his monthly 
compensation,’ in recognition of the fact that there will now be a 
ceiling of $400. 

That same consideration is responsible for the changes made on 
page 22 in lines 10 and 16. 

Beginning at line 24 on page 22, you will note we have removed 
the prohibition of credit for service after age 65, which Mr. Leighty 
testified to this morning, and we have substituted at that point the 
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provision for avoiding the credit of prior service to individuals who 
are entitled to old-age benefits under the Social Security Act. You 
will recall this morning Mr. Leighty pointed out that under the Social 
Security Act the weighting of the benefit formula is such as in effect 
to allow credit for prior service, and I think vou, Mr. Chairman, 
indicated that you thought it would be more accurate to say it was 
a. nonrecognition of service. When you bear in mind the way in 
which the average wage is computed under Social Security, it really 
works out that it gives weight to prior service because it favors the 
early retirements. You will recall that under the Social Security Act 
the total creditable wages are spread over the total elapsed time; so, 
if one retires shortly after the beginning of the system and has only 
2 vears of service, let’s sav, and only 2 years to spread it over, then 
his average monthly wage is greater than it would be if he retired at 
a later date. 

Senator Douatas. That is correct. 

Mr. Scnornr. As Mr. Leighty explained, we are getting at the 
present time really duplicate credit for prior service on which no tax 
was paid, and that is a point at which we felt we could make some 
savings and we have consequently so provided in the new paragraph 
which you see in italics at the top of page 23. 

Senator Dovarias. What is the practical effect of these provisions? 

Mr. ScHoene. I am not sure that I understand. 

Senator Dovaias. What effect will it have on the claims to benefit 
for that portion of servicemen have had prior to 1937? 

Mr. Scuoens. That will continue to be credited, of course, unless 
and until the individual is entitled to benefits under the Social Se- 
curity Act, in which case and at that time the annuity would be re- 
duced to the extent that it was based on prior service; or, if that would 
bring about a greater reduction than the amount of the social-security 
benefit, then it is reduced only to the extent of the social-security 
benefit. 

Senator Dova.as. So, the two together would be equal to the 
social-security benefit? 

Mr. ScHoene. No. 

Senator Dovatas. This is in addition to the social-security benefit? 

Mr. Scnorne. The benefit that would be payable under the Rail- 
road Retirement Act would be in addition to the Soe ial Security Act. 

Senator Dovetas. Is that reduced in any way? 

Mr. Scuoensr. That would be reduced to the extent that it was 
originally based on prior service. So the annuity payable under the 
Railroad Retirement Act would be limited to crediting service on which 
taxes had been paid. 

Senator DouGtas. Subsequent to 1937. 

Mr. ScHoENE. Subsequent to 1937. 

Senator Dougtas. And allowing the social security? 

Mr. Scuoene. And the social-security benefit would be paid in full. 
The combined amount would never be less than the amount that 
would be payable under the Railroad Retirement Act if no social- 
security benefits were involved. 

Senator Douatas. But people who are already retired, who already 
have claims upon railroad retirement and only upon that, would not 
have their benefits reduced. 

Mr. Scuoenet. They would not; no, sir. 
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Senator DouGeias. This applies only where there is claim to dual 
benefits under the railroad system and under the Social Security 
oystem. 

Mr. Scuorenst. That is right. 

Senator DouGias. It amounts to diminishing the benefits under 
the railway retirement system according to the amounts which they 
earned on the railways prior to 1937. 

Mr. Scnorenr. That is right, on which no taxes were paid. 

Senator DouGias. Upon which no taxes were paid. 

Mr. Leientry. I might point out, Mr. Chairman, that previously 
under social security, in order to be entitled to benefits you had to 
have performed service in half of the quarters involved. Under the 
new law, to start with, you are going to have to show credit for only 
six quarters of coverage, and that poses an entirely different situation 
from that which confronted us previously. In other words, a man 
in railroad service at the present time could retire at age 63, for ex- 
ample, with his 30 years’ railroad service, more than half of which 
would be prior service on which he had paid no taxes, go into social- 
security employment, earn an average of $300 a month for a period 
of 18 months, which would give him six quarters of coverage, and be 
entitled to the maximum annuity or benefit under social security and 
also be entitled to the maximum under railroad retirement. We want 
to correct that condition, because the man who stays in railroad 
service during that period could only get the maximum railroad 
service, and it would be an inducement for the man to leave railroad 
service and go to social security. In other words, we want to prevent 
rackets developing in connection with the retirement plans. 

Senator Dovuaeuas. I wonder if you could submit some arithmetical 
examples of how this would work out. 

Mr. Scooene. | would be very glad to, Senator. 

Senator Douauas. And have them inserted in the record at this 
point. It would be helpful, I think. 

(The information requested follows :) 


EXAMPLES OF REDUCTION IN PRIOR SERVICE CREDIT BY REASON OF RECEIPT 
OF SOCIAL-SECURITY BENEFITS 


\ is receiving an age 65 annuity under the Railroad Retirement Act of $108 
based on an average monthly compensation of $200 and on 30 years of service. 
His average monthly compensation applicable to the 20 vears 1917-36 was $175, 
which is weighted as $42,000 for the 20-vear period. His average monthly 
compensation for the 10 years 1937-46 was $250, a total of $30,000 for the 10-year 
period, and a grand total of $72,000 for the 30 years, which makes a weighted 
average of $200 a month for the entire 30 vears. 

Under the provision of the bill 8. 1347, A’s annuity will be recomputed on the 
basis of the new formula and increased to $123 a month, of which $75 is based on 
his 20 vears of service prior to 1937, and $48 is based on his 10 years after 1936. 
\ has not paid any taxes with respect to the $75 portion of his annuity since 
payroll taxes for the maintenance of the Railroad Retirement System began only 
with respect to compensation for service after 1936. 

1. If Ais not entitled to an old-age insurance benefit under Social Security Act, 
his annuity will not be reduced; he will continue to receive the $123 per month, 
and if he has a wife, she will if she is also age 65, or when she attains age 65, receive 
a spouse’s annuity equal to one-half of A’s annuity but no more than $50. In this 
example she would receive $50 making a total of $173 to both of them. 

2. If A should become entitled to an old-age insurance benefit under the Social 
Security Act in the amount of, say, $50 a month, his annuity would be reduced by 
that portion which is based on service before 1937 ($75) or by the amount of such 
old-age insurance benefit ($50) whichever is less. In this case, of course, his 
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annuity would be reduced by $50 to $73; his wife’s annuity would be reduced from 
$50 to one-half of $73 or to $36.50 (there would be no reduction for the $25 a 
month she would be entitled to under the Social Security Act as a wife’s benefit). 
The total income to both of them would be as follows: A would receive $73 under 
the Railroad Retirement Act plus $50 under the Social Security Act making a 
total of $123. A’s wife wovld receive $36.50 under the Railroad Retirement Act 
plus $25 under the Social Security Act making a total of $61.50, and a grand total 
of $184.50 to both on them. 

3. If A’s old-age benefit under the Social Security Act should be, say, $80, his 
annuit v under the Railroad Retirement Act would be reduced by $75 (rather than 
$80) to $48; his wife’s annuity would be reduced from $50 to one-half of $48 or to 
$24. In such ease the total income of both of them would be as follows: A would 
receive $48 under the Railroad Retirement Act plus $80 under the Social Security 
Act making a total of $128. A’s wife would receive $24 under the Railroad Retire- 
ment Act plus $40 under the Social Security Act, making a total of $68, and a 
grand total of $196 to both of them. 

Mr. ScHoEnek. On page 24, beginning at line 16, you will note that 
we have the provision in the present law, ‘In computing the monthly 
compensation, no part of any month’s compensation in excess of $300 
shall be recognized.’”’ We are simply inserting there, after the words 
$300, “through the calendar year 1951, and in excess of $400 there- 
after.” That accomplishes the raising of the ceiling on creditable 
compensation from $300 to $400 beginning January 1, 1952 

Senator Dovetas. Have you made some rough comput: tions of the 
total amount of added payroll which is included by raising the maxi- 
mum limit from $300 to $400 a month? 

Mr. ScHoeNr. We had some figures on that, Mr. Chairman, earlier 
in our consideration, and I have them here somewhere, but I would 
rather check them against some more recent studies before I put them 
in the record. 

Senator Douatas. After you have checked them would you be 
willing to submit them for the record to be inserted at this point? 

Mr. Scuoense. Yes. I have had more recent information that re- 
checking on the part of research officials of the Retirement Board has 
indicated that the amounts to be realized in that way are greater than 
they had originally supposed, and I would rather give you the most-up- 
to-date estimate. 

(See Mr. Leighty’s testimony on May 14.) 

Mr. ScooEnk. On page 25, of course, the language “and not less 
than 5 years of service,”’ in lines 1 and 2 becomes surplusage in view 
of the 10 years minimum service requirement. The section with 
which we are there concerned is the section providing minimum annui- 
ties. Under the present law the minimum annuity is determined by 
multiplying the years of service by $3.60 up to $60, or if the monthly 
compensation should be less than the minimum so arrived at, it would 
be the monthly compensation. 

Senator Dovatas. May I ask the meaning of the word “or’’ in 
line 6. The present provision is “$4.10 multiplied by the number of 
his years of service; or $68.’’ Suppose a man has been employed for 
12 years and thereafter is entitled to $49.10 or $68, which would he 
receive, $49.10 or $60? 

Mr. ScHoEnsr. $49.10, Senator. That is governed by the provision 
in line 4, whichever of the following is the least. 

Senator Dovue.tas. I beg your pardon. Thank you. 

Mr. ScHoene. Those figures have been revised simply to conform 
as nearly as may be to the general increase in pensions and annuities. 


‘ 
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Following that we have the proviso which Mr. Leighty referred to 
this morning in his testimony, which guarantees that any eligible 
individual—of course, this is people who have the 10 years of service 
and their survivors or the spouse, as the case may be, if the spouse’s 
annuity is involved—shall not be paid in benefits any less for any 
whole month in which annuity accrues, that service would have been 
worth by way of benefits or additional benefits under the Social 
Security Act. I think Mr. Leighty mentioned that under the original] 
version of the present act, that is, the 1937 act, a similar guaranty was 
provided which became inapplicable upon the revision of the Social 
Security Act in 1939, and this would restore it at that time. 

On page 26, lines 20 to 23, you will note we have striken out the 
provision of the present law that ‘‘after an annuity has begun to 
accrue, it shall not be subject to recomputation on account of se vice 0 
rendered thereafte ‘r to an employer, except as provided in subdivision : 
of section 2 (a) 

That provision was I think originally designed primarily for ad- 
ministrative convenience, not to require recomputation, perhaps also 
to discourage reentry into service after retirement. It would be very 
difficult to administer it if it were now retained in view of the social- 
security guaranty, that is, the minimum guaranty that it shail not 
be less than social security, because under the Social Security Act 
recomputation is permitted. 

Of course it would also be involved in cases of reentry into service 
when the individual has retired and subsequently accumulates ad- 
ditional creditable service, that is, service that would be creditable 
under our new provision crediting service after age 65. 

In section 5 of the act, which begins on page 27 of the bill, we provide 
for survivors’ annuities. In line with the amendments to the Social 
Security Act we are providing a widower’s annuity as well as a widow’s 
annuity, and as in the case of spouses, it is a requisite for eligibility for 
a widower’s annuity that the widower should have been dependent 
upon his wife at the time of the death of the wife. 

Senator Dova.ias. There is one question I would like to ask, if I 
may. Is it necessary that the widow must have attained the age of 
65? 

Mr. Scuornsr. There are two kinds of survivor benefits available 
to widows, Mr. Chairman. One is the benefit paid to a widowed 
mother, that is a widow who has a child under 18 in her care. That 
benefit is payable irrespective of the age of the widow. However, if 
she does not have a child under 18 in her care, the widow’s benefit 
becomes payable only upon her attainment of age 65. 

Senator Dovatas. Isn’t that a pretty rigorous requirement? | 
can understand the requirement for a living spouse that she must 
have reached the age of 65, but isn’t it pre tty rigorous to say that the 
widow is not eligible until she is age 65? Suppose a man dies and 
leaves a woman in the upper fifties who is unable to earn her living 
outside in competition in the world, and they have no children, she is 
disqualified for benefits until she reaches the age 65. Isn’t that 
pretty severe? 

Mr. ScHoene. It is. 

Senator Dovaeias. Have you figured out how much more it would 


» 
cost: 
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Mr. Leiautry. Yes, we have the figures right here. If you make 
them eligible at 60 the cost would be 1.2 percent of - payroll addi- 
tional. That would be the biggest jump. Then if it went to age 
55 the cost would be 1.47 percent. 

Senator Dovatas. Total? 

Mr. Leicury. Yes. And at 50 it goes up only a little over two 
one-hundredths of 1 percent because those widows ordinarily would 
have children under 18 in their care, so the cost wouldn’t be so much. 
But your big jump is for the widows between 60 and 65, which is 
almost 1.2 percent of the payroll. In order to keep the additional 
cost within the bounds—- 

Senator Doua.as. 1.2 percent of the payroll? 

Mr. Leicury. 1.2 percent of the payroll, that is right. 

Senator Douac.ias. Not of the benefits, not of the total benefits 

Mr. Lerecuty. No, no. 1.2 percent of the payroll. That is why 
we had to drop it. 

Mr. ScuHorne. Very careful consideration was given to that, 
Senator. We recognized exactly the point you are making, and we 
struggled long and hard to find some way of bridging that gap be- 
tween the time that a widow had become too far advanced in years 
to earn her living on the employment market and the time when she 
becomes eligible “under present law. We just couldn’t find any way 
to do it within the financial limitations that are confronting us. 

Senator Dovuaias. At least you could say she is no worse off 
than now. 

Mr. Scuoene. That is right. She is no worse off than under the 
present law or than under the Social Security Act. The same eligibil- 
ity requirement appears in the Social Security Act. 

Before getting into a detailed discussion of the survivors benefits 
I think there is one thing that the committee should have in mind as 
to the arrangements between the Railroad Retirement System and the 
Social Security System with respect to the payment of survivor 
benefits. There is with respect to those benefits complete coordina- 
tion and lack of duplication. In other words, the survivor benefit 
will be paid only by one system or the other and will be based on 
the combined wage credits as between social security and railroad 
retirement. That is true under the present law, but we are in this 
situation at the present time, that since the survivor benefits of the 
Social Security Act have been so greatly increased, they far exceed 
the benefit payments made under the Railroad Retirement Act 
Consequently, if an individual dies while he is in railroad service and 
the benefit is paid under the Railroad Retirement Act, the survivors 
would at the present time get much smaller benefits than they would 
if he had left the railroad industry and were working in some other 
employment, or, for that matter, if he had just quit. We do have 
that very serious situation at the present time, the continuance of 
which we simply cannot justify. 

In view of the fact that a spouse’s annuity is based upon and directly 
related to the annuity of the retired employee, it is possible that the 
spouse’s annuity might exceed the survivor annuity to which a widow 
would be entitled upon the death of the employee if the annuity were 
computed only in accordance with the regular survivor annuity for- 
mula. Consequently, we have a proviso beginning at line 11 on page 
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27 which provides that, if a spouse’s annuity was being paid at th 
death of an individual, the payment will not be reduced upon the 
death. In other words, the widow’s annuity will be as great as the 
spouse’s annuity that was being provided. 

You will note also in line 11 that we have substituted the term ‘‘a 
survivor's insurance annuity” for the term ‘‘an annuity for each month 
equal to three-fourths of such employee’s basic amount.”’ 

Senator Ives raised a question this morning as to why we ever got 
into anything as complicated as paying fractional portions of the basic 
amount. Whether the reason for that was a good or bad reason is, | 
think, now immateriai. The reason for it was that we were pattern- 
ing our original survivor benefits after those provided in the Social! 
Security Act. Those benefits in turn were derived from the primary 
insurance benefit payable under the Social Security Act, and various 
classes of survivors got different fractions of the primary benefit 
We are still in our proposed revisions of the survivor benefits adhering 
fairly closely to the type of tormula provided in the amended Socia! 
Security Act; but, since we do not any more have, and the Social 
Security Act does not any more have, varying fractions for the differ- 
ent classes of survivors, it now becomes more feasible to compute the 
survivor benefit directly from the average monthly compensation; 
and that is what we provide for doing in this bill, as Mr. Leighty 
explained this morning. 

You will note that in the several classes of survivor benefits we have 
made that change, first in line 11 on page 27, again at lines 23 to 24 on 
page 27, and again at that point we have the proviso that the survivor 
annuity shall not be less than the spouse’s annuity that may have been 
in effect at the time the employee died. 

The child’s annuity is provided for beginning at line 10 of page 28; 
and, as Mr. Leighty explained this morning, you will note that, if the 
employee is survived by more than one child entitled to an annuity 
hereunder, each child’s annuity shall be two-thirds of the survivor’s 
annuity plus one-third divided by the number of children. 

Senator DouGcuias. I wonder if you would give a mathematical 
illustration of that. The first child would get the full annuity. 

Mr. ScHorene. That is right; the same amount. 

Senator DouGcias. The second child would get 

Mr. Scnorene. The children would all share alike. 

Senator DouGcias. What would be the total amount paid for two? 

Mr. ScHoene. Let’s assume that the survivor’s insurance annuity 
is $60. In that case a widow and one child would get a total of $120. 

Senator Douaias. A widow and two children? 

Mr. Scuoene. A widow and two children, each of the children 
would get $40; in other words, two-thirds of $60 to each one which is 
$40 plus one-third, $20 divided between them. So a widow and two 
children in that case would get $160. 

In the case of three children the $160 would have to be divided 
among them because we have a maximum family benefit of 2% times 
the survivor’s insurance benefit, which in the case I have given, of 
course, would be $160. 

Senator DouG.uas. $60 plus $60 plus one-third of $40 plus $20; is 
that right? $60 plus $60 plus one-third—40 plus 20? 

Mr. Leiautry. That would be one way of figuring it; but, if you 
follow the exact language, it says, if the employee is survived by more 
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han one child entitled to an annuity hereunder, each such child’s 
nnuity shall be two-thirds of the survivors’ insurance. If you have 
wo children, each of those children would be entitled to $40 apiece, 
ien plus one-third of the survivors’ insurance annuity divided by the 
imber of such children. 
Senator Douauias. There is a question about the term ‘divided.’ 
Does that apply merely to (11) or to the sum of (i) plus (ii)? 
Mr. ScHorene. Each child’s annuity is the sum of (i) and (ii). 
Senator DouGcias. Then where does the term ‘‘divided’’ come into 


+? 


Mr. Scnorene. That applies only to the one-third. 

Senator Dovetas. Only to the one-third? 

Mr. Scuoene. That is right. The one-third is divided among all 
the children. As in the example | gave, if you have two children 

Senator Dovetas. It would be one-sixth. 

Mr. Scuoenr. Each child gets one-sixth in addition to two-thirds. 

Senator Doucias. Which would be a total of one-half. Again, if 
that could be illustrated with a few arithmetical examples, it would be 
helpful. 

Mr. Scuoene. All right. 

(The information requested follows:) 


EXAMPLES OF CHILDREN’S BENEFITS 


Suppose an employee dies fully insured with average monthly remuneration of 
$200 and 10 years of service after 1936. The survivor’s insurance annuity is 
{0 percent of the first $100 of average monthly remuneration ($40) plus 10 percent 
f the remaining $100 ($10) plus $1 for each year of service after 1936 ($10), or a 
total of $60. 

If the eligible survovirs are a widow and one child, each receives $60, a total of 
$120. 

If a widow and two children are eligible, the widow receives $60 and each child 
receives two-thirds of $60 ($40) plus one-third divided between them ($10 each 

hich is $50 for each child and a total family benefit of $160. 

If there is no widow but two children are eligible, each child would still get 
he same as in the preceding example. 

If a widow and three children are eligible, the maximum limit on family benefits 

suld come into operation. That limit is two and two-thirds times a survivor 
enefit or, in this case, $160. To compute the benefits of each survivor, one 
vould first proceed in the same manner as in computing the benefits of a widow 
nd two children; i. e., take a survivor’s insurance annuity for the widow ($60) 
nd for each child two-thirds of $60 ($40) plus one-third divided among the three 
hildren ($6.666 each), or a child’s benefit of $46.666. Since the total family 
benefit so computed would be $200, or $40 in excess of the maximum, the benefits 
nust be proportionately reduced to achieve a total reduction of $40. Since $40 
s one-fifth of the $200 total, the necessary proportionate reduction is achieved 
by reducing each benefit one-fifth. The widow’s benefit is thus reduced by $12, 
leaving $48 and each child’s benefit by $9.333, leaving $37.333. 


, 


Mr. Scuorene. The only change with respect to the parent’s 
annuity is by reason of the provision for a widower’s insurance annuity ; 
we have to insert that also as a qualification or condition precedent 
that there be no widower entitled before a parent’s annuity is payable. 
Again we have substituted at the top of page 29 the term “survivor’s 


sé 


insurance annuity” for the phrase “one-half of the employee’s basic 
amount.” 
The change you will find beginning at line 6 on page 29 is, I think, 
highly technical change that will have little application but may 
have an important application in the relatively few situations in 
which both parents of two or more children may be insured. In 


83931—51——_9 
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that situation, if some provision were not made, the amounts that th 
several children might be entitled to might fluctuate depending upon 
who filed with respect to which parent. We therefore provide that i 
that situation all children will be deemed to have filed with respect 
to the death of the parent that provides the largest total amount o 
annuities and all the children will be treated equally. 

Subsection (f), beginning at line 14 of page 29 of the present law 
provides for a lump-sum death payment in the case of the death of a: 
insured employee who does not have a widow, child, or parent immedi- 
ately eligible to take. That is at the present time eight times th: 
employee’s basic amount, as you see in line 20, since the basic amount 
is four-thirds of a survivor’s insurance annuity. When we restate it 
in terms of survivor’s insurance annuity in order to maintain the sam: 
relationship that it has at the present time, it would have to come to 
10% times. We have rounded that out to 12 and preserve approxi 
mately the same relationship to a survivor’s insurance annuity as 
exists under the present law. 

Senator Dovuauias. But on page 30, if the deceased person has 
direct dependents, then there shall be paid to him a lump sum of 
four times. 

Mr. ScHoene. That is correct. That is a new provision and 
corresponds to a similar provision that has been made in the revised 
Social Security Act. Formerly under both the Social Security Act 
and under the Railroad Retirement Act a lump sum was payable 
only if there were no survivors entitled to monthly benefits. 

Senator Doucias. You mean that formerly, when a father or 
husband died, the widow had no benefit to meet funeral costs with? 

Mr. ScHoene. If she was immediately eligible for monthly benefits; 
that is correct. 

Senator Dove.as. I wonder how that came to be. Originally the 
social-security law provided very ample funeral benefits. Was that 
because of the change in 1939? 

Mr. Scnoenr. Yes; I think so, Senator. That is my recollection 
Under the original Social Security Act there was provision for a lump 
sum but not for monthly benefits. 

Senator Dovugias. I] see. You mean that, when the lump sum 
benefits were converted into survivor’s, the funeral benefit was vir- 
tually omitted. 

Mr. Scnorenr. Except where no monthly benefit was immediately 
payable. 

Senator Doveias. You restored that equal to 4 months. 

Mr. Scnorensr. That is correct. 

Senator Dovucias. What will be the average survivor’s benefit per 
month? 

Mr. Scuorene. It would probably be around $50 under the new 
plan. Of course, it is a little difficult to say because it depends on 
what 

Senator Doveias. Two hundred dollars or three hundred dollars 
as a funeral benefit. 

Mr. Scuorne. That is right. 

Senator Doveias. But if a man does not have direct mourners he 
is permitted to have a more costly funeral, since he can get 12 times. 
At least the undertaker can bury him with 12 times the monthly 
insurance annuity, or $600. In other words, his departed spirit, not 
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having as many people to shed tears for his decease, will be solaced 
hy a more expensive funeral. 

‘Mr. Scuorenst. I think there is one point you are overlooking 
there, Senator, that this is not entirely a funeral benefit. 

Senator Dova.as. It is pretty close to that, is it not? 

Mr. ScHoEeNeE. Oh, no. This involves this widow you were quite 
concerned about some time ago. You see, there may be a widow. 
There might be children, but not immediately entitled to monthly 
benefits. 

Senator Doveuas. I know, but the cost of the funeral would 
certainly be $200. 

\[r. Scoornr. Assume that the cost is $200, the surviving widow 
who is not immediately eligible to benefits, and gets, say, $600, will 
have at least $400— 

Senator Doveias. How would she get $600? 

Mr. ScHorenr. Twelve times the survivor insurance benefit. 

Mr. Lergutry. On page 29. 

Senator Dova.as. There is the word ‘no.”’ 

Mr. ScHornr. You will have to read a little further: “leaving no 
widow, child, or parent who would on proper application therefore be 
entitled to receive an annuity under this section for the month in 
which such death occurred.” 

Senator Doveuas. I had thought that this 12 months’ insurance 
benefit would be paid where there wasn’t a widow, widower, or child. 

Mr. Scnoent. No. It is only where there is none immediately 
entitled to monthly insurance benefits. 

Senator Douaias. Where the widow is less than 65. 

Mr. ScHoENE. Where the widow is less than 65 and has no child 
in her care. 

Senator Dovcuias. What if there is no widow? 

Mr. ScHoEne. The act provides, Senator, for the order in which 
payment is to be made. ‘That appears on page 32 of the comparative 
print, beginning at line 15: 

There shall be paid to such person or persons as the deceased emplovee may 
have designated by a writing filed with the Board prior to his or her death or, 
f there be no designation, to the person or persons in the order provided in 
paragraph (1) of this subsection. 


I am sorry; I looked at the wrong spot. We will have to go back 
to paragraph (1). That is the bottom of page 29: 


to the following person (or if more than one there shall be distributed among 
them) whose relationship to the deceased employee will have been determined by 
the Board, and who will have been living on the date of such determination: 
first) to the widow or widower of the deceased; or, if no such widow or widower 
be then living, to any child or children of the deceased and to any other person 
or persons who, under the intestacy law of the State where the deceased will have 
been domiciled, will have been entitled to share as distributees with such children 
f the deceased, in such proportions as is provided by such law; or, if no widow 
or widower and no such child and no such other person be then living, to the 
parent or parents of the deceased, in equal shares. 


Senator Douacuas. I don’t want to belabor the point; but, if a man 
dies without leaving a widow or child, those who stand next in line 
would receive the equivalent of 12 months’ benefit. 

Mr. ScHoener. Yes; that is right. 

Senator Doucuas. I would say that is a funeral benefit. 1 don’t 
want to belabor the point, but a man who dies without mourners is 
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given a more expensive funeral than a person who has a weeping wif 
and children. 

Mr. Scuorene. If there are no persons entitled to take under th 
intestacy laws of the State, Mr. Chairman, the full amount would not 
ne mens be paid. I want to direct your attention to page 30, lin 

, the sentence beginning in that line: 

If none of the persons described in this paragraph be living on the date of suc 
determination, such amount shall be paid to any person or persons, equitab 
entitled thereto, to the extent and in the proportions that he or they shall hay: 
paid the expenses of burial of the deceased. 

So the full amount would not necessarily be paid if there are non 
of these indiv iduals entitled to take as survivors. 

[ should direct your attention to the fact that, when the Social 
Security Act was revised and there was introduced this lump-sum 
payment of three times the primary insurance meri in their case, 
four times the survivor insurance benefit in our case, in situations 
where there are nevertheless survivors eteedintele taking monthl\ 
benefits, the Social Security Act at that time eliminated the former 
more generous payment that is paid in the absence of survivors 
immediately entitled to monthly benefits. We did not feel that we 
were warranted in making such a reduction in a benefit presently) 
payable. We had in mind the fact that in most such cases there are 
widows who are not immediately entitled to benefits and who need 
that money very badly to tide them over the period of adjustment, 
so we have not eliminated it, although the social security amendments 
do. 

In the payment of these lump sums provision is made under the 
present law, and that will continue to be made, that if, for example, 
there is a surviving widow who has a child 17 years of age or 17} vears of 
ave in her care, that child will become 18 in 6 months and the benefits 
will be discontinued, the widow will not lose as against the lump-sum 
payment in that case, because if at the end of the year there has been 
paid less than the lump sum that would have been payable if there had 
been no survivors eligible to monthly benefits the difference is then 
paid. 

The changes that appear on pages 32 and 33 involve cite the 
substitution of ‘‘widow”’ and ‘‘widower” for the term “widow,” in ad- 
dition a change at the top of page 33 involving the substitution of 
the $400 ceiling, for the $300 ceiling. 

The section of the act that appears on pages 32 to 33 and running 
over to the middle of page 34 relates to the basic guaranty that we 
have in the Railroad Retirement Act providing in substance that if 
there is not paid during the lifetime of an employee or in the form of 
survivor benefits at his death an amount equal to the amount of his 
tax payments plus an allowance for interest, the difference will be 
paid in a lump sum to the designated beneficiary. 

Senator Dove.as. In other words, a man and his heirs will always 
get back the amount which he individually paid in, plus interest. 

Mr. Scuoenr. Plus an allowance for interest. It isn’t exactly 
varied according to the length of time it has been retained, but there is 
an allowance for interest. 

If you will look at the new language appearing at page 34 you will 
note that that involves the provision Mr. Leighty spoke of this 
morning referring to these individuals who have less than 10 years of 
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service at death or retirement. Mr. Leighty mentioned that those 
employees, although their benefits are paid under the Social Security 
Act and involve a combination of their railroad service with their 
nonrailroad service, nevertheless remain the beneficiary of this 

iaranty that they will not receive in benefits less than what they 
paid in, and you will note that in computing the amount 

Senator Doveras. Will not receive less in total benefits or will not 
receive less in benefits from the railroad retirement fund? 

Mr. ScHoreNne. Not less than benefits based on their railroad service. 
These individuals, you see, will receive nothing from the Railroad 
Retirement Act directly. 

Senator Dovatas. It will have transferred to the social-security 
fund part of the contributions which you collected from the employee 
when he was in railway service. 

Mr. Scuoene. In the adjustments between the two accounts that 
Mr. Leighty described this morning, the Social Security Board would 
be credited for that, yes. But the point that I want to bring out is 
that although these payments are made under the Social Security Act, 
the amount that is taken into consideration in computing the lump- 
sum guaranty is limited to that amount which they get by reason of 
their railroad service, so independently of their nonrailroad service 
these individuals will be guaranteed that they will get on the basis of 
their railroad service as much as they paid in plus an allowance for 
interest. 

Senator Douctas. To meet those allowances you will have to pay 
a sum to the social security fund. 

Mr. Scnoene. I think actually, Senator, in the total adjustments 
that will be more than absorbed, but as I say, the social security 
fund will be credited with the equivalent of social security tax col- 
lections on that service in the process of making the adjustments. 

Senator Doucias. Have you any cases where the social-security 
fund would transfer moneys into the railroad retirement fund, or is 
it all a movement from the railway-retirement fund to social security? 

Mr. ScHogene. There would be credits and cross-credits. I think 
that will appear a little more clearly as we go along, but let me make 
this observation at this time, Mr. Chairman: As I mentioned, under 
the present law nonrailroad wages and railroad wages are combined 
for survivor benefit purposes, irrespective of whe ther they are paid 
under the Social Security Act or under the Railroad Retirement Act 
The present law provides that based upon the experience of the 
two systems, crediting railroad compensation under the Social Security 
Act and crediting nonrailroad compensation under the Railroad Re- 
tirement Act, the Federal Security Administrator and the Railroad 
Retirement Board shall jointly report to Congress what legislation is 
necessary to bring about an equitable distribution of that cost. 

Such a report has been made based on past experience, and as a 
result of that experience it was found that the old-age survivors 
insurance trust fund owed the railroad retirement account an amount 
which I believe was something in excess of a million dollars, or some- 
thing like that. Legislation was introduced to transfer that amount, 
but that has not been finally acted upon. ‘That will illustrate the point 
I think you were trying to get at, that there are movements both ways, 
and I think according to the cost estimates that the net effect of all 
the crediting and cross-crediting will be that some small amounts 
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will be transferable eventually from the social-security fund to th 
railroad-retirement fund. 

Senator Dove.as. Is this report of which you speak a very long 
one? 

Mr. ScHoene. I really don’t know. I haven’t seen the report 
itself, 

Mr. Davin B. ScurerBer (associate general counsel, Railroad R: 
tirement Board), No; it isn’t very long. I will furnish you a cop 
if you would like to have it. 

Senator Doucuas. If you will furnish it for the record we wou 
like to have it, sir. 

(The document referred to follows: ) 

SEPTEMBER 30, 1950. 

Dear Mr. Presipent: We have the honor to transmit to you the enclos 
special report in compliance with the provisions of section 5 (k) (2) of the Ra 
road Retirement Act, as amended. 

Respectfully, 
Oscar R. EwIne, 
Administrator, Federal Security Agency. 
WiuuiaM J. KENNEDY, 
Chairman, Railroad Retirement Board 
The PRESIDENT, 
The White House, Was hington, D.C. 


SpPecIAL JOINT ReporT OF THE FEDERAL SECURITY ADMINISTRATOR AND THI 
RAILROAD RETIREMENT BoaRpD PURSUANT TO Section 5 (k) (2) or THE Raw 
ROAD RETIREMENT AcT, AS AMENDED BY PuRBLIC Law 572, SEVENTY-NINTH 


CONGRESS, SECOND Session (60 Start. 732, 45 U.S. C., 1946 ep., sec. 228 e (k) (2 


As a result of the 1946 amendments to the Railroad Retirement Act, a systet 
of survivors insurance was established which provides for coordination of earning 
credited under both the Railroad Retirement Act and the Social Security Act ir 
determining eligibility for, and the amount of, benefits payable to survivors. Il 
some cases, these survivor benefits, based on the combined earnings credits, aré 
paid by the railroad retirement system, while, in other instances, the benefits ar¢ 
paid by the old-age and survivors insurance system, even though the decease: 
wage earner paid contributions under both systems. 

Section 5 (k) (2) of the. Railroad Retirement Act provides that ‘‘not later than 
January 1, 1950, the (Railroad Retirement) Board and the Federal Security Ad- 
ministrator shall make a special joint report to the President to be submitted to 
Congress setting forth the experience of the Board in crediting wages toward 
awards, and the experience of the Social Security Board in crediting compensa 
tion toward awards, and their recommendations for such legislative changes as 
are deemed advisable for equitable distribution of the financial burden of such 
awards between the retirement account and the federal old age and survivors 
insurance trust fund.” 

Our two agencies have now completed an analysis of our respective experience 
covering the period January 1, 1947 (the effective date of the survivor benefit 
provisions of the 1946 amendments) through June 1949, A technical descriptior 
of such analysis is set forth in the attached appendix. We are not yet ready to 
recommend legislative changes providing for an equitable distribution of the 
financial burden between the railroad retirement account and the old age and 
survivors insurance trust fund on a permanent basis; but, on the basis of the 
results thus far obtained, we recommend the enactment of legislation directing 

a) that $1,636,292 be transferred from the old age and survivors insurance trus 
fund to the railroad retirement account, with interest from March 31, 1948, 
the date of the transfer, and (b) that not later than March 31, 1952, a similar 
special joint report be made by our two agencies to the President to be submitced 
to Congress. If the said report does not recommend legislative changes providing 
for an equitable distribution of the financial burden between the railroad retir: 
ment account and the old age and survivors insurance trust fund on a permanent 
basis, it shall designate a date for the filing of the next special joint report. 
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APPENDIX 
I. INTRODUCTION 


Section 5 (k) (2) of the Railroad Retirement Act provides that the Pailroad 
Retirement Board and Federal Security Administrator submit recommendations 
r the equitable distribution of benefit costs between the old-age and survivors 
surance (OASI) trust fund and the railroad retirement account arising from the 
iyment of benefits under either program, based on combined earnings under 
oth systems. The two agencies agreed to collect parallel data which would 
represent their respective experience in crediting wages and compensation toward 
iwards, and would permit the use of two alternative methods for the distribution 
f such benefit costs. 


II, PROPOSED METHODS FOR DISTRIBUTION OF BENEFIT COSTS 


1. The first method (referred to hereafter as method 1) is favored by the Rail- 
road Retirement Board and embodies the principle that each system should bear 
the cost for which it is responsible, and that savings and extra cost should be 
livided equally between the two systems. The phrase ‘‘cost for which (each 
system) is responsible’? means the benefit amount which each system would pay 
solely on the basis of earnings for employment covered under that system 
neluding, so far as the railroad system is concerned, all of the cost attributable to 
the more liberal provisions of the railroad program. The phrase ‘‘savings and 
extra cost’? means savings arising in cases where survivors would otherwise be 
eligible under both systems and the extra cost directly attributable to the higher 
benefit rates resulting from the combination of earnings where survivors would 
otherwise be eligible under only one system, or under neither. 

Under this method, the OASI trust fund would reimburse the railroad retirement 
account, with respect to each award made under the provisions of the Railroad 
Retirement Act, to the extent of the amount that would have been paid on wages 
alone less one-half of the algebraic difference between (1) the sum of the amounts 
that would have been paid on wages alone and on compensation alone, and (2) the 
amount that would have been paid on wages and compensation combined. 
Similarly, the railroad retirement account would reimburse the OASI trust fund, 
with respect to each award made under the provisions of the Social Security Act, 
to the extent of the amount that would have been paid on compensation alone less 
one-half of the algebraic difference between (1) the sum of the amounts that would 
have been paid on compensation alone and on wages alone, and (2) the amount 
that would have been paid on wages and compensation combined. 

Thus, it was necessary for the Federal Security Administrator and the Railroad 
Retirement Board to determine for all awards involving both social security wages 
and railroad compensation, the benefit amounts that would have been paid under 
the provisions of the Social Security Act on the basis of (1) wages alone, (2) com- 
pensation alone, and (3) wages and compensation combined. The benefit amounts 
computed on these three bases are referred to below as W, C, and B, respectively. 
Using these symbols, reimbursement from the OASI trust fund with respect to 
benefits paid from the railroad retirement account would be calculated in aecord- 
ance with the formula: 

W—% (C+W-B) or % (W—C+B) 
Similarly, reimbursement from the railroad retirement account with respect to 
benefits paid from the OASI trust fund would be ealeulated in accordance with the 
formula: 

C—% (C+W-—B) or %& (C—W+B) 


2. The second method (referred to hereafter as method 2) is favored by the 
Federal Security Administrator and embodies the principle that the benefit cost 
adjustment should leave the OASI trust fund in the same financial position as it 
would have been without the coordination of earnings under the two insurance 
systems. 

Under this method, the OASIT trust fund would reimburse the railroad retire- 
ment aecount, with respect to each award made under the provisions of the Rail- 
road Retirement Act, to the extent of the amount that would have been paid on 
wages alone. Similarly the railroad retirement account would reimburse the 
OASI trust fund, (A) with respect to awards made under the provisions of the 
Social Security Act where the benefit was increased by combining compensation 
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with wages, to the extent of the amount of the difference between (1) the amo 
paid on wages and compensation combined, and (2) the amount that would h: 
been paid on wages alone, and (7) with respect to awards where no benefit we 
have been payable on wages alone, for the entire amount of the benefits paid. 
Using the symbols defined above, reimbursement by the OASI trust fund u: 
method 2 would be W; reimbursement by the railroad retirement account would 


B—W. 


Ill. BENEFITS AWARDED UNDER THE PROVISIONS OF THE SOCIAL SECURITY ACT 


During the period January 1947 to June 1949, benefits based on wages and ex 
pensation combined were awarded under the provisions of the Social Security A 
to the survivors of about 28,137 deceased workers. In a special study of the 
cases the following information was obtained on a 100-percent basis: 

1. For monthly benefits, the number of deceased workers and the total amou 
certified for payment during the 30-month period, based on wages and compe! 
tion combined. 

2. For lump-sum benefits, the number of deceased workers and the amount 
lump-sum certified for payment, based on wages and compensation combined 

For a random 20-percent sample of these cases, additional information wv 
obtained with respect to the benefit amounts which would have been payal 
using wages alone and compensation alone, i. e., the elements W and | 
re spectively. 

The sample data for the benefits which would have been certified for paym«¢ 
on the basis of wages alone, and compensation alone, i. e., W and C, were inflaté 
by multiplying the sample totals for W and C by the ratio of benefit payment 
based on wages and compensation combined, for 100 percent of the cases, to t! 
corresponding amount based on cases represented in the 20-percent sample. TT! 
results of these calculations are shown in section V, 


IV. RENEFITS AWARDED UNDER THE PROVISIONS OF THE RAILROAD RETIREMENT ACT 


During the period January 1947 to June 1949, benefits were awarded under the 
provisions of the Railroad Retirement Act to the survivors of an estimated 28,000 
employees who had had some social-security employment. The analysis which fol- 
lows was made on the basis of an approximate 20-percent sample of 5,583 deceased 
employees, and the results of the computations multiplied by 5. 

In computing the elements C, W, and B, the Social Security Act provisio1 
with respect to the benefit formula, the insurance status definitions, and the 
requirement that the employee died after 1939, were used. This implies, i! 
effect, that the railroad retirement account would assume the entire cost resulting 
from the more liberal formula and insurance status requirements of the Railroad 
Retirement Act, as well as the entire cost of benefits with respect to deaths befor 
1940. In the case of monthly benefits, the three computed elements were multi- 
plied by the number of months during the 24-year period that the benefit was in 
payment status. Elements representing lump-sum benefits were, of course, 
counted only once. The aggregate amounts were then combined for all benefits. 


EXPERIENCE IN CREDITING WAGES AND COMPENSATION TOWARD AWARDS 
JANUARY 1, 1947 TO JUNE 30, 1949 


The results of the calculations described above are as follows: 


Awards made under— 


Basis for certification of benefits Railroad Re- 


Social Secu- tirement 


rity Act 





B= wages and compensation combined : Y i balediiiche adel $8, 922, 655 
W = wages alone 5 
}= compensation alone. 
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The application of the reimbursement formulas, described in section II, to the 
mounts set forth above produced the following results: 


unts 


ount due railroad retirement account from OASIT trust fund 
unt due OASI trust fund from railroad retirement accour 


Net amount due railroad retirement account fr 


In view of the close agreement in the ilt I e nder the two methods, 

ith agencies agreed to recommend a tran r from the trust fund to the 

road retirement account of an amount | etween the tv Its, or 
$1,636,292. 

Mr. Scnoene. The change you see on page 35 I think we need not 
discuss in any detail. It is merely a rewriting of the present provi- 
sions in the law that avoid duplication of benefits; that is to sav, one 
does not get both the survivor benefit and the retirement benefit under 
either of the two systems. 

Similarly, the changes that you see on page 56 and at the top of 
page 37 are merely a rewriting of the maximum and minimum annuity 
totals adjusted according to the revision in the survivor benefit 
formula. 

You will note that in line 2: appears the limitation on the total 
family benefits not to exceed 2% times the survivor’s insurance annuity. 
| should point out that that applies only if the total is more than $40. 


very small 


) 
) 


[In other words, we would not use that limitation in eas 


annuities where the total would not come to more than $40 


Senator Dovauas. Does that mean that $40 is the minimum? 

Mr. Scoorensr. No. $20 is the ordinary minimum. You see 
with a $20 minimum 

Senator Douauas. A minimum for survivors? 

Mr. Scnoener. That is correct. That appears al the t »p of page 


’ 


ofl. 

Senator Doucuas. Then for wife and children, 2% that, but not to 
exceed 40? 

Mr. Scuorene. I was just going to point out that the $40 minimum 
on the maximum would seldom operate because you see you have an 
ordinary minimum of $20 for the survivor’s insurance annuity. 
Two and third-thirds times that would also be more than $40. So 
the $40 limitation, as a sort of floor under the 2%, could operate only 
if there are deductions of the various kinds provided for and the 
amount actually payable would be less than $20 per survivor. 

Senator Dove.as. It is still not clear to me. 

Mr. Scuoenr. I would like to make it clear, if I can. You see, 
although we have this $20 minimum survivor benefit, by reason of 
adjustments and deductions that might be reduced to, say, $15 or 
even less than $15. In that case even though 2% times the survivor 
annuity would not come to $40, we would not use the 2% limitation 
to reduce it below $40. 

Senator Dova.tas. If it so happens it was $15, 2% would be precisely 
equal to $40. 

Mr. Scuoens. Exactly. That would have to come under $15 
before the $40 figure would come into play. 
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Senator DovGuas. How is it that the $20 figure, which I assume i 
the minimum, can in practice be less than $20. 

Mr. Scnorens. Only through deductions. You notice in line 7 
page 37, it says “and prior to any deduction under subsection (i). 
Consequently, deductions under subsection (i) which are deductions 
that are made for the work clause, primarily, might operate to mak 
it less than $20. 

Senator Dovucias. Where there are earnings in excess of $50 pe 
month, primarily. 

Mr. Scnoene. That is right, sir. That appears immediately 
following on that same page. 

Under the present law for survivor-benefit purposes the work clause 
is $25 a month. At the time that was established, the amount of 
permissible earnings under the Social Security Act was $15 a month 
Now, of course, under the amended Social Security Act the permissibl: 
earnings are $50 a month, and we propose by the change in lines 18 to 
21 on page 37 to establish that same work clause. 

The present law, as did the Social Security Act, provides also for 
deductions to be made if a child under the age of 18 and over 16 will 
have failed to attend school regularly and the Board finds that attend- 
ance would have been feasible. That was taken out of social security 
when it was recently amended, and we are likewise proposing to take 
it out of the Railroad Retirement Act. I have always felt personally 
that it was not good policy to use the social insurance systems to 
police attendance at school, and the social-security people apparently 
came to that same conclusion, and I am glad they did. 

With respect to the provisions appearing on pages 38 and 39 you 
will notice there is no change in existing law. 

The next change to be “noted appears at page 40, lines 3 to 10. 
That is a relatively slight change with respect to the beginning date of 
survivor annuities in relation to the filing date of the application. 
Under the present law an annuity can begin only with the first of the 
month in which it was filed, unless it is filed within 3 months after 
eligibility was attained, in which case it can go back 3 months. We 
propose here, as was done in the amended Social Security Act, to 
permit the annuity to begin as soon as eligibility was attained, but 
not in excess of 6 months prior to the filing date of the application. 
That change is in line also with the change that I mentioned earlier 
concerning the filing date of an annuity application for retirement 
purposes, 

In subsection (k), beginning at line 15 we have the provisions of the 
present law which I mentioned generally earlier, namely, that railroad 
service is now creditable under the Social Security Act in the deter- 
mination of survivor benefits. If the individual has left railroad 
service and has no current connection with the railroad industry at 
the time he dies, the benefit is paid under the Social Security Act, but 
with a combined wage credit including both railroad and nonrailroad 
service. 

At lines 18 to 24 that same combination of service is extended to 
the retirement benefits and spouses’ benefits for those individuals 
who have less than 10 years of service at the time of retirement or 
death. In actual practice it is therefore simply an extension to that 
area of a method of operation that is now in existence with respect 
to survivor benefits. 
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Senator Dovetas. If I get the gist of these new provisions for 
those who have been employed in the railway industry for less than 
10 years it is my understanding that the payment of benefits for this 
croup is now being thrown more upon social security and the charge 
is taken away from the railway retirement fund as such. 

Mr. Scuoenz. That is right. The discharge of the obligations to 
them becomes entirely a social-security matter, on the theory that 
they are not railroad career employees, that the bulk of their employ- 
ment is in all probability under social security, and we just let that 
system take care of it in its entirety. 

On page 41, lines 14 to 18 we find it necessary to deal with a rather 
curious little wrinkle involving international service. Under the 
Railroad Retirement Act service rendered outside the United States 
to an employer doing the principal part of his business in the United 
States, that is, primarily such railroads as, say the New York Central 
and roads of that character, whose principal business is in the United 
States but run through Canada 

Senator Douaias. What about the Pullman Co.? 

Mr. ScHoensr. That would be another example, yes. Service to 
such companies is creditable, even though rendered outside the United 
States, and irrespective of citizenship. Under the Social Security 
Act service rendered outside the United States to an American em- 
ployer is also creditable, but only if performed by American citizens. 
In order to take care of these less-than-10-year people who must look 
to the Social Security Act for their payment, we don’t want to cut 
them out of their Canadian service that is creditable under the Retire- 
ment Act and we therefore provide that 
In the application of the Social Security Act pursuant to this paragraph to service 
as an employee, all service as defined in section 1 (¢) of this act shall be deemed to 
have been performed within the United States. 

Senator Dovetas. So maintenance-of-way crews on the New 
York Central lines in Ontario would come under this. 

Mr. Scuorner. Thatisright. They would under the Social Security 
Act, anyway, if they were American citizens, but we extend it to non- 
citizens here to avoid taking away from them service credit that 
they are now entitled to under the Railroad Retirement Act. 

In subparagraph (2), beginning at line 19 on page 41, you will find 
the provisions of the present law to which I referred earlier concerning 
the report of the experience of the Board and of the Social Security 
Administration in the cross-crediting of wages. You will note there 
that the present provisions are extended to embrace not only the 
present cross-crediting, but the additional cross-crediting that will 
occur as a result of the treatment.of individuals with less than 10 vears 
of service, plus an additional factor which Mr. Leighty pointed out 
in his testimony this morning, namely, that since the railroad popula- 
tion is a relatively higher-cost segment of the total working popula- 
tion, the separate existence of the railroad retirement system has 
relieved the old-age and survivor’s insurance trust fund of that more 
expensive segment of the population. It is here contemplated that 
in making the adjustments between the two funds, the Railroad 
Retirement Act will be given due credit for having so relieved the 
burden of the general old-age ans durvivors insurance system. In 
other words, the standard that is established is that the report is to 
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be what legislative changes would be necessary to place the Federal 
old-age and survivors’ insurance trust fund in the same position i 
which it would have been if service as an employee, that is, railroad 
service, after December 31, 1936, had been included in the term 
“employment” as defined in the Social Security Act and the Federal 
insurance contributions act. In other words, it is contemplated that 
social-security system shall neither gain nor lose from the separati 
existence of the railroad retirement system. 

Senator Dove.as. That is a very beautiful paragraph. I am not 
sure as to what it means. 

Mr. Scnorenr. I think in its simplest form it means what I havi 
just stated, that the social-security system shall not gain or lose from 
the separate existence of the railroad retirement system. ‘The adjust- 
ments are to be made in such a way that the social-security fund comes 
out at the same point it would if it had collected social-security tax 
on railroad employment and had paid social-security benefits with 
respect to all railroad service. 

- 


Senator Dovetas. I have an unfounded suspicion that while this 


may be actuarily true so far as judgment is concerned, nevertheless 
as compared with the present law, the railway retirement fund will 
be collecting more money from the social-security system than it 
would otherwise. 

Mr. Scnormnr. That is not a suspicion; our judgment is that it 
would. 

Mr. Leraury. That is right. 

Senator Dovetas. In other words, it is not a suspicion ; it is a fact. 

\ir. ScHoENE. Itisafact. Itis a fact as nearly as we can tell from 
the estimates that have been supplied us. 


Senator Dovcias. Have you got some estimates as to how much 
this will be? } 

Mir. Schoener. Yes; I will come to that just a 
take up the subject of the cost of the bill. 

Senator Dovugias. Iam glad to know that this suspicion of mine 


was not entirely unfounded. 


1? 
| 


ittle later when I 
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Lercnry. We are very open about it. 

r. ScHOPNE. There is no secret about it. 

r. Lerauvy. We just don’t believe we should subsidize the 
cial-security fund. That is what it amounts to. 

\Ir. Scnorenr. At page 43 the changes there made in the definition 
of “widow” and “widower” simply conform to the changes made in 
those terms and the inclusion of the widower, conforming in general 
to the definitions of the same terms in the Social Security Act. 

Senator Doveias. They must receive at least half of their support 
from the insured. 

Mr. Scnoenr. That is right. 

Senator Dovetas. That takes vou through page 46, does it not? 

Mr. Scuornr. Yes; I think it does for all practical purposes. 
There are a number of minor details there which I think are not worth 
while taking the committee’s time on. 

At page 46 vou will note that some new language has been inserted 
beginning at line 3. That may require a word of explanation. In 
the administration of the survivor benefit provisions under existing 
law we do not ascertain during which calendar quarters compensation 
was actually earned. The reason for that is that of course we had an 
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established age retirement system and disability retirement system 
when survivor benefits were introduced. In the administration of 
the retirement system it was not necessary to keep track of which 
months an individual worked. All that we had to know was how 
much compensation he earned in the course of the year and how many 
months he worked. We did not feel that it was desirable to intro- 
duce a requirement for maintaining such records and consequently 
the 1946 amendments adopted a table which appears at the top of 
page 46 providing for the determination of the quarters of coverage 
depending upon the number of months of service and the total earn- 
ings for the calendar year. 

On the other hand, when the Social Security Board—or the Social 
Security Administration now—credits railroad service, under the 
Social Security Act, they do not follow that table, but instead presume, 
pursuant to a provision of the Social Security Act, that the compensa- 
tion was evenly distributed throughout the vear. The result is that 
in some instances an individual might be found to lack a necessary 
quarter of coverage, if you use the table, the necessary quarter of 
coverage to achieve insured status, but would have that additional 
quarter of coverage if the Social Security Board’s presumption were 
followed. In order to avoid having him get different treatment if he 
oes to social security from what he would get if he stays with us, we 
have introduced that additional language following the table, that 
enables the retirement board to make the same presumption in those 
cases that the Social Security Board would make. 

The change made in lines 14 to 18 on page 46 merely includes in the 
definition of wages the income from self- employ ment and also military 
service wages that would be creditable under the Social Security Act 
and not under the Railroad Retirement Act. 

At the top of page 47, in the definition of a completely insured 
individual, we again have occasion to insert the requirement as to the 
completed 10 years of service. It is that provision which makes the 
10-vear minimum service requirement effective with respect to the 
survivor benefits based on completely insured status. 

The change made in line 14 is, I think, an extremely technical 
change and results from this situation: that under the present law, 
in computing the average monthly remuneration, we exclude from 
the elapsed time any quarter during which a retirement annuity is 
payable. Now, I don’t think it happer ns often but it is possible for 
individuals to return to part-time service, have a retirement annuity 
payable during part of the quarter, and increase their earnings with- 
out having that quarter included in the divisor. The result of that 
happening is that an individual could conceivably build up through 
mathematical accident an average all out of proportion to the actual 
average earnings. Consequently, both at line 14 on page 47 and in 
in the computation of average monthly remuneration, which appears 
appears on page 49, line 10, we exe ‘lude from those divisors the quarter 
in which a retirement annuity is payable only if it is not a quarter of 
coverage; that is, in other words, if he is not adding to his wages 
during that time. 

The change made in lines 3 and 4 at the top of page 48 is again the 
10-vear-service requirement with respect to partially insured individ 
uals. The terms “completely” and ‘‘partially’”’ insured in the Rail- 
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road Retirement Act correspond to “fully” and “currently” insured 
under the Social Security Act. 

In general, their significance is that a fully or completely insured 
individual is one whose survivors are entitled to all types of survivor 
benefits; whereas an individual who is not fully or completely insured 
protects his survivors only with respect to children and widowed 
mothers. The parents’ and aged widows’ benefits are not availabl 
to the survivors of individuals who are either partially insured unde: 
our act or currently insured under the Social Security Act. 

The other change, beginning at line 6 and extending through lin« 
12, isa relatively slight change, to include in the test period for current 
insured status the quarter in which the individual died. Under th 
1946 provisions, that quarter was excluded from the period, which was 
also the case under the Social Security Act at that time. Recent 
amendments to the Social Security Act have included that quarter in 
the test period, and we have likewise done so 

The change made in the next paragraph, beginning at line 15 and 
extending through the balance of the page, and through the first three 
lines of the following page, is a change conforming to the inclusion in 
creditable compensation of a maximum of $400 a month. Now, that 
requires a fairly complicated statement, due to the fact that the limit, 
bearing in mind that we are combining or may combine nonrailroad 
wages with railroad compensation—the limit in the Social Security 
Act is an annual limit of $3,600, whereas we have a monthly limit of 
$400. 

Senator Dovetas. You have an annual limit of $3,600 too? 

Mr. Scuorenn. No, ours operates entirely on a monthly basis. It 
has been $300 and will become $400. 

The substance of this provision is that if the compensation, that 
is, railroad compensation alone, averages more than $300, we use 
only that compensation, and it can go up to a total average of $400. 
If, however, nonrailroad wages under the Social Security Act are 
taken into the computation, that means that the railroad wages alone 
would average less than $300 a month. We then apply the social 
security maximum of $3,600 per year. The net effect is that it can 
go over $300 if it is based on railroad wages alone, and not over 
$3,600 if it includes nonrailroad wages. 

Senator Douatas. | understand that. 

Mr. Scuoene. The provision that appears in italics beginning on 
line 12 on page 49 is simply a proviso to avoid having lower earnings 
after age 65 operate to reduce the average monthly remuneration, or 
loss of time after that age. In other words, if the individual is fully 
insured, or completely insured, at age 65, and the inclusion of time 
and compensation thereafter would reduce his average monthly 
remuneration, he is not penalized by having that included. 

The change beginning at line 24 on page 49 provides the revised 
formula for computing the survivor’s benefit. You will note there 
that we take out the term “basic amount” and substitute the term 
“survivor's insurance annuity.” 

Senator Dovetas. This is the term to which we have been referring 
for some pages. 

Mr. Scuorenn. That is correct. 
Senator Dovuetas. But which is defined for the first time here. 
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Mr. Scuoene. That is correct, Senator, exactly. And you will 
note there that it is computed as Mr. Leighty described this morning, 
by taking $100 of the average monthly remuneration up to $100, 
10 percent of the balance, and then adding to it $1 for each of the 
years of service. That provision appears in line 13, ‘$1 for each of 
his years of service after 1936.” 

Now, the provisions appearing thereafter, lines 17 to 24, page 50, 
and line 1 through line 16 on page 51, are probably not worth our 
spending a great deal of time on them. They relate simply to the 
computation of the survivor’s annuity where the individual had 
retired and might not qualify as fully insured if he were dependent 
entirely on service rendered after 1936. When we introduced our 
survivor benefits in 1946, we provided that annuitants who were 
already on the rolls and whose annuity was based on 10 or more years 
of service, should have the survivor protection irrespective of whether 
they met the quarters of coverage requirements. Now, in those 
eases, of course, the monthly compensation, or the monthly remunera- 
tion for computing the survivor benefits, has to be provided for also, 
because you can’t base it on wages after 1936. 

The changes that are made in those provisions merely adjust those 
those provisions to correspond to the new computation that is made 
in the ordinary insurance case. 

The change made in section 17, lines 19 to 20, is merely correcting 
a cross reference to the Social Security Act by reason of the changes 
made in that act through the 1950 amendments. 

Senator Dovetas. The changes on pages 52 53 merely sub- 
stitute $400 for $300? 

Mr. ScHoene. That is correct. And as the footnote at the bottom 
of page 52 shows, in the bill itself those provisions are not made 
effective until after December 31, 1952; so that although just reading 
this text you might think it was retroactive taxation, the footnote 
makes clear that that is not so. The new taxes on the additional 
amount begin only on January 1, 1952. 

Senator Dovua.ias. Does that complete your analysis? 

Mr. ScHoeNne. It does so far as the analysis of the bill is concerned, 
Senator. I had promised some time ago that I would come to the 
question of the cost estimates. 

Senator Dovatas. Now, may I say that I have a series of engage- 
ments which begin now, so I shall have to ask to be excused. And 
I find that for the first part of tomorrow morning [ am tied up. But 
if you gentlemen can take some time out tomorrow afternoon, | would 
suggest that we meet at 12 o’clock in this room tomorrow; unless this 
violates the provision for the 40-hour week. 

Mr. ScHoENE. Under the 40-hour week, Senator, service on rest 
days is permissible, but it has to be paid for at time and a half. | 
assume that would apply to counsel fees, too. 

Senator Dovueias. You may present your bill, I expect, to the rail- 
way labor executives. 

Is that satisfactory, if we meet tomorrow morning at 12 o’clock in 
thisroom? You may then go on with your testimony 

And you will have your actuaries here, Mr. Schre iber? 

Mr. Schreiber (David B. Schreiber, associate general counsel, Rail- 
road Retirement Board). Mr. Musher will be here tomorrow morn- 
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ing. I also telephoned to the members of the Advisory Council, bu 
I did not reach any of them personally. I spoke to the wife of on 
and she said she would give him the message, and she thought h 
could be here tomorrow morning at 10 o’clock. The other two wil 
not be back until Monday morning. 

Senator Dovaias. Where do they live? 

Mr. Scurerber. Two in New York and one in Chicago. Th 
assistant of one of them in New York said that he, the assistant, woul: 
come tomorrow morning if you insisted upon it but that he would b 
of very little use to you, because he was not very familiar with th 
subject at this time. He thought Mr. Musher would be the best wit 
ness on the cost of the bill. 

Senator Dovuauas. I suggest that we have the Advisory group her 
Ol. ‘Tuesday. 

Mr. Leigury. Let me ask you just this question, Mr. Chairman 
Did you plan on any sessions Monday? 

Senator Douaias. No. My difficulty is that I am also a member 
of the Banking and Currency Committee. We have up before us 
there the various bills dealing with the future of the Reconstruction 
Finance Corporation. Ex-President Hoover is testifying, I believe, on 
Monday, and I want to be there for his testimony. There is also 
supposed to be testimony Tuesday, but I can omit the meeting on 
Tuesday and meet here. 

So we will plan, I think, on meeting tomorrow at twelve, and then 
on having a meeting on Tuesday. 

(Whereupon, at 4:25 p. m., Friday, April 27, 1951, the hearing was 
recessed until 12:45 p. m., Saturday, April 28, 1951.) 
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SATURDAY, APRIL 28, 1951 


SUBCOMMITTEE ON RAILROAD 
RETIREMENT LEGISLATION OF THI 
COMMITTEE ON LABOR AND PusLic WELFARE, 
UNITED STATES SENATE, 
Warhington, D Cr 
The subcommittee met, pursuant to recess, at 12:45 p. m. in room 
P-63, the Capitol, Senator Paul H. Douglas, chairman of the sub- 
committee, presiding. 
Present: Senator Douglas. 
Also present: Paul L. Badger, member, professional staff. 
Senator Douatas. The committee will be in order. 


TESTIMONY OF G. E. LEIGHTY, CHAIRMAN, RAILWAY LABOR 
EXECUTIVES ASSOCIATION; ACCOMPANIED BY LESTER P. 
SCHOENE, GENERAL COUNSEL, RAILWAY LABOR EXECUTIVES 
ASSOCIATION—Resumed 


Mr. Scnorne, Mr. Chairman, on yesterday I had completed my 
discussion of the detailed provisions of the bill. I just want to talk 
to you a few minutes this afternoon on the subject of financing. 

I told you yesterday that I am not an actuary, and I don’t pretend 
to be an expert in that field. In fact, I am not even very good at 
arithmetic any more, although I used to be when I was in school. I 
am a lawyer and a farmer, and as a lawyer I have had some analytical 
experience and as a farmer I make some claim to a little common sense 
and some sense of perspective. It is from the standpoint of analysis 
and perspective that I want to discuss the financing problem. 

Judging from the witnesses who have been asked to appear, I take 
it that it is the intention of the committee to go into the actuarial 
details in a somewhat more extensive manner than I had thought was 
necessary but that is all right, of course. We want you to satisfy 
yourselves fully about all the details you want. 

Senator Dovcuas. We have a public duty to perform which requires 
us to know what we are doing. 

Mr. Scuoene. That is right. We hope you won’t allow the hear- 
ings to become too protracted on that account, but we want you to 
be satisfied on whatever detail you want to be. 

We have been all through that in the past year, and I think I can 
predict to some extent where youare going to come out when you get 
all through going into the actuarial details. 

Section 15 of the Serene Retirement Act, as you know, provides 
for a triennial valuation of the Railroad Retirement Act. Those 
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valuations have been made, the last being the so-called fourth actu- 
arial valuation. That was fully — in the Railroad Retirement 
Board’s annual report for the year 1949. 

Senator Dovetas. On what sans please? 

Mr. Scnorene. That is the 1949 report, beginning at page 97. You 
will note that the valuation was made as of December 31, 1947, but 
it took into account the amendments that had been made in 1948. 

Senator Douatas. I am going to ask that this report of the actuar- 
ies found on pages 98 to 102 of the 1949 Annual Report of the Railroad 
Retirement Board be made a part of the record following your 
testimony. 

Mr. Schoener. I should call your attention, Senator, to the fact 
that what appears on page 97 to 102 is the comment of the actuarial! 
advisory committee, rather than the actuarial valuation itself, which is 

long document following the comments of the actuarial advisory 
committee. 

Senator Dovatas. That is right. 

Mr. ScHoEene. In the valuation that was made, to which I have 
referred, of course all the actuarial methods and the basic assumptions 
on which the valuation proceeded are fully set forth, and of course you 
have copies of that and will be able to examine it in complete detail. 
The Retirement Board has also made a report to you on the bill, 
5. 1347, and has included in that report, as exhibit B, a study of the 
cost of the bill. . The Board has stated in that exhibit B that for the 
purpose of estimating the cost of S. 1347 all of the assumptions of 
the 1947 valuation were retained, except the estimate of future pay- 
rolls and the effect of the work clauses. A change in estimated 
payrolls is made necessary by the change in economic conditions and 
rates of pay in the railroad industry. As for the fourth valuation, the 
level of payroll used in these calculations has been derived from 
studies of estimated future annual creditable payrolls prepared by the 

Joard’s economic staff. 

Senator Douaias. May I inject at this point. The previous 
estimated payrolls as I have understood have been 4.6 billions, and 
this was increased in view of wage raises to approximately 5.2 billion. 
Is that correct? 

Mr. Scnoenr. That is right, as a result of changed economic 
conditions, plus the fact that the bill provides for raising the ceiling 
on taxable compensation from $300 to $400. In that way we have 
considerable assurance that the great bulk of the wage increases that 
have occurred plus any that may occur in the future will be reflected 
in the taxable payroll and will not merely be in the area above the 
taxable ceiling. 

The Board also says that changes in the work-clause allowance are 
necessary. Because of those restrictive provisions of the bill as applied 
to employee annuities, quite obviously it would be necessary that some 
new assumptions would have to be made. 

Senator Dovuatas. Is that because of the qualifying period? 

Mr. Scuornsr. No; that is on account of the provision that 
annuities are not payable in any month in which the individual or the 
survivor as the case may be earns more than $50 in employment of 
any sort. That necessarily will result in some savings that have to be 
taken into account, either because retirements will be delayed 
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because payments will not be made when work of that kind is engaged 
in. 

Following the textual discussion of the estimate on page 3 of 
exhibit B of the Board’s report you will find a breakdown of the 
estimated costs that the Board has arrived at. You will note that they 
estimate that the retirement annuities will cost 9.95 percent of the 
payroll, 6.95 of that being attributed to old age annuities and 3 percent 
being attributable to disability annuities. Spouses’ annuities are 
estimated to cost 1.11 percent of the payroll; survivor annuities, 3.8 
percent. 

Senator Douetas. That is the new feature in this bill. 

Mr. Scuorne. That is one of the new features; yes. 

Senator Douatas. The new benefit. 

Mr. ScHoene. That is right; yes. Residual lump sums four-tenths 
of 1 percent, and the maximum and minimum provisions two-tenths 
of 1 percent. 

Senator DouaGuas. Survivors’ annuities 3.8. 

Mr. Scoorensg. Yes. I thought I had mentioned that. I am sorry, 
I may have overlooked it. 

Bringing the total gross benefit cost to 15.46 percent of the payroll. 

Then there are certain offsetting factors, one of which | men- 
tioned yesterday, that the bill contemplates that in the adjustments 
between the railroad retirement account and the old-age and sur 
vivors insurance trust fund the standard to be applied is that the 
old-age and survivors insurance trust fund is to be put in the same 
position financially that it would be in if there were no separate 
railroad retirement system and railroad employment were covered by 
that system. For purposes of estimating the effect of that, the Board 
has set forth, first, the value of future benefits according to the Social 
Security schedule on railroad compensation, which will be credited 
under the Railroad Retirement Act. That is estimated to have a 
value equivalent to 6.27 percent of the payroll. The value of the taxes 
that would be collected on railroad payrolls after 1950 if that payroll 
were included in the social security system is estimated at 5.62 
percent. 

Senator Douauas. The present rate of tax is only 3 percent, is it not? 

Mr. Scuorne. That is right. 

Senator Douae.as. 1.5 plus 1.5. 

Mr. Scuoensz. That is right. 

Senator Douguias. How do you get this 5.63? Is that the average 
over a given period of time? 

Mr. Scuoensr. That is what I understand it to be. That is the 
level cost average into perpetuity. 

Senator Doua.as. For how long a period of time? 

Mr. ScHoENE. Perpetuity, as 1 understand it. 

There is an additional item, item C under the heading “Net offset,’’ 
which is the excess of accumulated social security taxes on railroad 
retirement payrolls in 1937 to 1950 over the additional social security 
benefit which would have been paid if railroad retirement earnings 
had been included in the definition of wages. That is valued at 
four-tenths of 1 percent of the payroll. As I understand it, that 
reflects the fact that up to date, 1937 to date, Social Security would be 
ahead, that is, would have accumulated some excess taxes over the 
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benefits that it would have paid to date, and the value of that distribu- 
uted over the total account is four-tenths of 1 percent of the eaves 

Subtracting B and C from A, there results a total value of the ad 
justment or net value of the adjustment with the old-age and sur- 
vivors insurance trust fund of twenty-four one-hundreds of 1 percent 

Senator Dovuaias. May I| ask a question? That is the net cost 
which will be transferred from the railway retirement fund to the 
social security fund? 

Mr. Scuorensr. As I understand it—this may be saying the same 
thing, but, as | understand it, it is the net value to the railroad re- 
tirement account of the adjustments to be made between the two 
funds. 

Senator Dovua.as. It is an asset to the railroad retirement fund. 

Mr. Scuoene. That is right. 

Senator Dovuetas. And a debit to the social security fund. 

Mr. Scuogenr. That is right. 

Item E, funds on hand, as I understand it, is the equivalent in 
payroll terms of the interest to be earned on the reserve. 

Senator Doua.ias. The interest? 

Mr. Scuorener. The interest to be earned on the reserve. That has 
been translated, as | understand it. 

Senator DouGias. That is, it is not the principal? 

Mr. Scuornr. No. As I understand it, that is the value in terms 
of percentage of payroll of the interest to be earned on the reserve. 
In other words, if there were no reserve at any time, the percentage of 
payroll that would be required to meet the cost would be 1.22 percent 
higher. 

Senator Dovuaias. While Mr. Musher is here, I would like to ad- 
dress this question to him, if I may. What is the maximum size of the 
reserve which in your judgment would be accumulated under the 
terms of S. 1347? 

Mr. JoserpH Musuer (Chief Actuary, Railroad Retirement Board). 
What will be the maximum size? I am afraid I cannot answer that 
question at the present time. 

Senator Doveias. What interest rate would you use? 

Mr. Musuer. Three percent. 

Senator Doveias. Do you have an approximation as to what the 
maximum size of the reserve would be? 

Mr. Musuer. No; I have not, Senator. It would ordinarily take 

long time to run that type of projection, but I could take a crack 
at it, 

Senator Dova.ias. You must have made these computations 
already. 

Mr. Musuer. The computations did not require a projection of 
that. Our method of calculation is somewhat different. I would 
like to describe it. 

Senator Dova.as. I don’t see how vou could get an interest figure 
without having a principal to which you apply an interest rate. 
That is, I do not see how you can get a figure for total interest which 
you would expect to derive unless you have both the interest rate and 
the principal. You have an interest rate but to what do you apply 
the interest rate? 

Mr. Musuer. We have an interest rate which we apply against 
reserve balances as they come through. I would like to point out, 
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Senator, that the same methodology is applicable to private insurance 
practice. There is a methodology in terms of present value, which 
saves you the trouble of making year-to-year projections and which I 
would like to discuss at le ngth later on. 

Senator Dovucuias. That would be very interesting. It sounds as 
though you are constructing a building without having any columns 
in it, or any walls, 

Mr. Musuer. I might say that we operate in reverse. We make 
this type of calculation to indicate what the costs are in terms of 
present worth. After we know what the costs are, on the basis of the 
assumptions made, we can actually make calendar-year projections 
of the separate cost items, but such projections take a long time. 
They are supplementary to our valuations rather than primary. I 
might say that in general every type of pension valuation is made in 
the way we follow, rather than the other way around. The social 
security system calculation is in a certain sense unique, rather than 
the usual. Social Security makes its valuation by means of annual 
projections. We don’t and it is not the usual practice in pension-fund 
calcuations to do it that way, either. 

Senator Dovueias. A good many private pension plans have gotten 
nto trouble just on this very point. 

\Ir. MusHer. No, Senator. Those private pension funds have been 
on a pay-as-you-go basis. The method of calculation used here is 


o determine the present worth of the masse s from here on in, and 


j 
‘ 
¢ 
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on the basis of the payrolls that are postulated you know what tax 
rate will cover those liabilities. You do not have to project disburse- 
ments vear by vear. 

Senator DouGLAS ] can see we are going to havi a very interesting 
discussion when you testily, but | would lke to have you answer 
this question in vour mind. You are assuming that you are going 
to get an amount equal to 1.22 percent of the payroll! 

Mr. Musuer. Are you talking about this 1.22 at the moment? 

Senator DOUGLAS. That is richt. 


> 


Musuer. That 1.22 happens to relate to the reserve that we 
‘alculate on an aecrual basis, which happens to be $2,149,000,000. 
Chat reserve of $2,149,000,000 is one figure. We then cet the present 
value of 1 percent of the future pavrolls for another. Dividing the 
first by the second we can effeet, as Mr. Schoene pointed out, the 
translation of this reserve in terms of the effective savings as a 
percent of payroll. 

Senator Doueias. Let’s see if | understand it. You take 3 percent 
of the present reserve, about 3.1 billions, which comes to 63 million 
a year. Then vou divide that by the estimated payroll, which comes 
to 1. 22, is that it? 

Mr. Musuer. These are reserves that we are using. If we didn’t 
have these reserves to begin witn—forgetting for the moment the 
question of offsets 

Senator Doueias. May I ask this? Is this cost of 15.46 percent 
a current cost or an ultimate cost? 

Mr. Musuer. That is a level cost. 

Senator Dovua.as. Is it an immediate cost? 

Mr. Musuer. It is the same type of cost that you have when you 
take out a private insurance contract for life in contrast with the 
increasing costs in connection with yearly renewals of term insurance, 
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Senator Doveias. You are trying to talk accurately and I am 
trying to talk accurately. Are you saying that in the next year thi 
costs will be 15.46 percent of 5.2 billions? 

Mr. Musuer. No. What I am trying to say is that the cost of 
benefits eventually, if you run it on “pay as you go,” will be highe: 
than 15.46. The cost of benefits next year will be lower than 15.46 
What you need is something in between to cover an increasing set of 
disbursements. You will need 15.46 percent of the payroll to cove: 
the benefit load if you had no reserves to offset. it. 

Senator Douc.ias. Eventually. How far off is eventually? What 
is the time period during which you establish your level? I was 
somewhat startled by Mr. Schoene’s statement that it was infinity 
because mathematically if you take infinity you get into great 
difficulties. 

Mr. Musner. As a matter of fact, the question of infinity is a 
rather interesting one because the methodology in effect assumes that 
you pay off the accrued liability out in infinity. In effect what vou 
are doing is paying interest on the deficit into perpetuity as part of 
your tax rate. 

Senator Dovaeuas. I would have more confidence in your estimate 
if instead of taking infinity or perpetuity you took a century or a half 
century. How will this be at the end of a half century? 

Mr. Musner. When you ask that question I might pose this 

Senator Dovatas. I would like to have an answer to my question 
rather than you reply to a question by asking me one. How would it 
be if we took a half century? 

Mr. Musuer. If you took a half century you need less than 15.46 
percent to cover it. 

Senator Doveias. Can you give us tables which will show you how 
much less? 

Mr. Musuer. I will try to, Senator, but I haven’t got them at the 
present time. 

Senator Douatas. That is very important because, very frankly, | 
don’t think that any set of human beings can nail down the perpetuity 
or infinity. The theologians have tried for a long time to do that, and 
we will let them deal with those issues; but politicians, statesmen, 
actuaries, labor leaders, and economists can only deal with a half 
century. I don’t say one step is enough, but if | can see my way for a 
half a century, I will be satisfied. 

Mr. Musuer. In other words, vou would like to see a figure of the 
cost required to carry through to the vear 2001 in effect? 

Senator Dova.tas. Or to the year 2000. 

Mr. Musuer. May I ask the Senator whether you would like an 
additional calculation along with it? 

Senator Dovetas. For perpetuity? 

Mr. Musuer. No. But if you need a certain rate to cover benefits 
up to the vear 2001, are you contemplating a rate in which your 
reserve would be zero in the year 2001? I think that is a relevant 
question, Senator. 

Senator Dovatas. Let us take this bill. It provides for given rates 
of benefit. It provides for given rates of contributions. Can you tell 
me what the status of the reserve wil! be in the year 2001 and what the 
average costs will have been at 10-year intervals, what the costs will 
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be at 10-year intervals, and what the level of costs for 50 years as a 
whole will be, what the balance will be, and so on? 

Mr. Musuer. In all frankness, | would have to say that a proper 
analysis along the lines that you have indicated would take months 
of work, but we have done enough projections on the basis of previous 
calculations related to the present act, to give you what we consider to 
be relatively accurate answers to the questions you are asking. 

Senator Doveias. What you have done is to assume perpetuity. 
You want to make this system find out what the costs will be from now 
until the year 4000 or 10000. I think that is assuming a degree of 
control over the future which is chimerical and impossible. By that 
time we may not have any railroads. Life isn’t _ permanent as that. 
I don’t believe we can assume the permanence of railroads for thou- 

sands of years. 

Mr. Musuer. May I pose this thought along with the question 
that you raise, Senator? You raised the question about the possible 
impermanence of the railroad industry, and that is a very good ques- 
tion. Ifin answer to your question we show that we can carry through 
to the year 2000, are we to assume that we are going to close shop at 
that time? 

Senator Douatas. No; I don’t want to say that you close shop at 
the year 2000, but I want to know how your books would balance at 
the year 2000. 

Mr. Musuer. When I use the words ‘‘close shop,’ what I mean is 
to measure the accrued liability that you have at that point as against 
the reserve that you still have left, which I think is a very important 
question along with the one you have raised. 

Senator Dovetas. That is all right. 

Mr. Musuer. While you might carry through to the year 2000 
and may have even some reserves left over, you would still have the 
obligation to keep on paying benefits on accured liabilities from there 
on in and presumably, as you phrased the question, no additional 
taxes coming in, in terms of balancing the books. What would be the 
liability accrued to date (year 2000) as compared to reserves you have 
left. Would that be a fair question to answer too? 

Senator Dovuatas. Yes. 

Mr. Musuer. I will try as best possible to do that by Tuesday 
morning. 

Senator Dovetas. I would like to have you do it and would like 
to have you make some estimate for the next 50 years. 

Mr. Musuer. I will try, sir. 

Senator Dovetas. And if you can, take 10-year intervals, 1951, 
1961, 1971, 1981, 1991, 2001. 

Mr. Musuer. With the understanding that it must be appreciated 
this thing cannot be done accurately within the limits of the time 
available. 

Senator Dovatas. Of course, and with your knowledge of the 
mathematical factors involved, and if you limit yourself to the 50-year 
period would the gross benefit cost be as high as 15.46. 

Mr. Musuer. I would like to leave that open until Tuesday 
morning, too. 

Senator Dove.as. It is a very important issue. 

Mr. Musue_er. I would rather wait to see. 
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Senator Dovetas. The solvency of the fund in this system is 
involved in the question that I just asked. 

Mr. Musher, | wonder if I could restate what I am trying to get. 
Under the terms of S. 1347 will the fund be able to meet its obligations 
(a) up to the vear 2001; (b) to what degree will it be able to meet its 
obligations beyond the year 2001, with a special emphasis on the 
next half century from 2001 to 2051? 

Mr. Musuer. I will attempt to answer that question, Senator. 

Mr. ScHoene. In the summary of the cost estimates there also 
appears the cost of administration as a debit item of thirteen one- 
hundredths of 1 percent, and when those items D, EK, and F are com- 
bined, that is, D and FE added together, and F deducted, they come to 
a total net offset of 1.33, which is subtracted from 15.46, giving us 
a total estimated net cost of 14.13. 

Senator Doueias. And with receipts of 12.5. 

Mr. ScHooenr. With receipts of 12.5 gives the difference of 1.63 
percent, to which Mr. Leighty referred as the difference of approxi- 
mately 1} percent. 

In discussing this my primary purpose has not been to explain 1 
underlying basis because I can’t do that. I have to take that as 
given to me by the Board, but I wanted to have those facts befor 
vou for the purpose of discussing for a moment what its significance 
is in terms of prudent financing. We have told you that we want to 
be prudent in our financing, and we mean that. 1 think it is important 
to have in mind that when it comes to forming a conclusion on that 
question we have had to exercise some practical judgment, and you 
will have to exercise some practical judgment. The actuaries can’t 
tell us the answer to that. They can tell us that 14.13 is the esti- 
mated cost, and as an arithmetic proposition we can see that there ts 
a difference of 1.63. The actuaries are not magicians and they can’t 
make that difference disappear. The difference is there. We have 
to deal with it and form our judgments about what to do in light of 
it. 

| think in appraising the significance of it, it is well to have in mind 
just what the financial basis of the Railroad Retirement Act is. It 
has frequently been referred to as being on an actuarial basis or an 
actuarial reserve basis as distinguished from a pay-as-you-go basis. 
I think it is important to have in mind that when it is said to be on an 
actuarial reserve basis, that doesn’t mean the same thing as the term 
as customarily used with reference to a fully funded private insurance 
plan. 

As I understand it, in that context, the term actuarial reserve 
means that you aim to have on hand sufficient reserves so that if at 
any moment you stop doing business you could liquidate all your 
obligations as they mature. The railroad retirement account is not 
on that basis, was never intended to be on that basis, and never has 
been on that basis. Rather, the Railroad Retirement Act is funded 
on the theory that it will continue to operate. In other words, not 
that it will at any time have enough funds on hand that it could stop 
operating and liquidate its obligations as they mature, but that it 
could permanently meet its obligations as they mature if it keeps on 
functioning. 

Senator Dovuauas. In other words, a private company must be 
prepared for the contingency that its business will cease in the future, 
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since its business depends upon the voluntary taking out of policies 
by individuals. It must be prepared to have all its business cease in 
order to pay out the full obligations of benefits to those who in the 
past have taken out policies. But what you are saying is that if you 
have the power of compulsion you can be certain of a continuing flow 
of income and your certainty increases as the degree of your coverage 
increases. 

Mr. Scuoene. That is exactly the point I want to make, Senator. 

Senator Dovetias. That the railway system with compulsion has a 
much larger degree of certainty of income than private concerns 
which do not have the power of compulsion, and that the Social 
Security System with its wide coverage has a still greater degree of 
certainty of income than the railway system. 

Mr. Scuoene. | think that is a fair statement, Senator. 

What is achieved by that system of financing as distinguished from 
& pay-as-you-go system? Simply this, that in a pay-as-you-go system 
your initial costs are very low and your ultimate costs become very 
high, become progressive ly higher, with the result that those who are 
in the system in the earlier years derive much greater benefit, greater 
returns on what they contribute than those who are in the system at 
a later date. The method of financing that underlies the Railroad 
Retirement Act seeks, so far as possible, to level out that cost so that 
the return on contributions is relatively equal throughout the course 
of the system. 

Senator Dova.as. Let us follow that up a little bit. When the 
railway retirement system was started you assumed the obligation of 
paying benefits to people on the basis of past earnings upon which no 
premiums had been paid. 

Mr. Scuorne. That is right. 

Senator Dova.as. So in effect those in the system from 1937 on 
paid for the protection of those who had been in before 1937 and for 
the years prior to 1937 of those who were still in. 

Mr. Scuoenr. That is right. 

Senator Dovaias. What happens to the contributions which those 
in the system after 1937 made to those in the system prior to 1937? 
Does the plan call for their repayment by the next generation? 

Mr. Scuoense. No. As I understand it, it is never repaid, but 
permanent interest is charged on it, that is, the tax rate includes 
permanent interest on that obligation. 

If you will note from the report of the Actuarial Advisory Committee 
which you have had incorporated in the record, page 100 of the Rail- 
road Retirement Board’s Report, there is a table which gives the 
normal rate for future entrants at 7.872 percent of the payroll. That 
as I understand it, is what the present act would cost if you were 
starting from scratch with entirely new entrants into the system, if 
you had no existing employees who were already old and no accrued 
liabilities on account of prior service, and so forth. There is the 
additional figure of interest at 3 percent on the accrued liability of 
$7 382,600,000, which is given at 4.744 percent, and it is the combina- 
tion of those two figures “plus the cost of administration of one-tenth 
of a percent which brings the total estimated cost to 12.716. So you 
see there is in the rate a permanent interest charge on that accrued 
liability. 





148 RAILROAD RETIREMENT LEGISLATION 


Senator Douveias. Does that mean, then, that the advances which 
one generation makes to the preceding generation draw interest? 

Mr. ScHoENrE. Yes. 

Senator Dovetas. They get for their own protection the interes 
on the principal which they have advanced for the protection of a 
preceding generation. 

Mr. Scuorene. That is correct. That is the correct analysis, 
Senator. 

Senator, I was saying that we seek by this method of financing 
to level off as much as possible the cost over the years. That objec- 
tive has never been completely achieved. When the system was 
started in 1935 and renewed in 1937, the present system could pe*haps 
best be dated from 1937, we had a graduated tax rate which went up 
over a period of several years. When in 1946 we introduced addi 
tional benefits and advanced to a somewhat higher plateau, we again 
put in a graduated tax rate so that the impact would not be as sever 
as jumping from 3 to 6% percent all at once. 

Senator Dovetas. The big addition in 1946 was the disability? 

Mr. Scnoenr. No. There were several additions. One of the 
chief ones was the survivor-annuity provisions. There was also th 
occupational disability feature. Prior to that time disability was 
defined as total and permanent disability for any regular employment 

So the principle of not having complete level charges has been 
recognized from the beginning. 

If we were setting up from scratch a system in which we were trying 
to fix tax rates that would meet the benefit costs, and we had an esti- 
mate of 14 percent, we would probably fix the tax rate at 7 percent 
rather than at 6% percent, but to our minds there is some value in 
stability of established rates. So the real question with which we are 
confronted here is, is the discrepancy between this estimated cost 
and the existing rate such that if the benefits are provided you must at 
this time make an adjustment in the rates. We say that that is not 
required, and we base it on a good deal of experience. We have had 
the experience of making adjustments from time to time during the 
time that the system has existed. In 1946 experience had shown that 
the rates initially fixed were not fully supporting the system. It 
didn’t mean that we were anywhere near broke. We were still 
accumulating funds, to be sure. We felt that by that time we had 
had approximately 10 years of experience, and experience was con- 
sistently showing a shortage. We felt that had to be corrected, and 
in the tax rates that were fixed in 1946 an allowance of 1% percent 
was made to overcome that shortage. That was after 10 years of 
experience with the system. 

The carriers opposed the enactment of the 1946 amendments, and 
they claimed that our shortage was greater than we were allowing for 
In fact the two actuarial valuations that had been made up to that 
time were based upon payroll estimates of I believe 2% billion and they 
did show a deficit of 3 percent rather than 1% percent that we were 
allowing for. Mr. Murray Latimer, who was at that time Chairman of 
the Railroad Retirement Board, made the estimates for us, and he 
based it on a $3 billion expected payroll. 

The carriers severely criticized him for it, and I was rather interested 
this morning to go back to the record of those hearings, at page 510 
in the hearings in the House on H. R. 1362, the Seventy-ninth Con- 
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gress. The carriers had this to say. I will read only a very small 
part of it to indicate the gist of it. They said: 


3y the very same token that Mr. Latimer testifies to his view that the present 
deficiency in the system is not more than 1% percent, he is predicting, and he knows 
it very well, that the level of railroad payrolls for the long postwar future will 
average 3 billion or close thereto. I think Mr. Latimer’s tables 2, 3, 4, and 5, in 
which he suggests a possible deficiency in the present retirement system of only 
2 percent down to 1 percent, would give an estimated average of 1% percent 
deficiency. The figures upon which he now stands go out the window as probative 
evidence when it is seen that each one of those tables is based on an assumption of 
future level of payrolls of $3 billion or more, when neither the first nor the second 
valuation of the railroad retirement system ever made any such assumption as 
to the future level of payrolls. 

According to that view we should have allowed 3 percent additional 
tax to make up the shortage. We didn’t. We allowed only 1} 
three-quarters of a percent on each side. What happened? Two 
vears. later, by 1940, conditions had changed sufficiently that ad- 
mittedly as conditions could then be viewed, the fund was over- 
financed. We were able to make a 20-percent increase in retirement 
benefits, thereby again achieving an apparent shortage of a little over 
| percent. By the time the actuarial valuation was made immediately 
following that in 1949 the system was again shown to be virtually in 
balance. 

Senator Dovatas. Estimated required rate of 12.7 instead of 12.5. 

Mr. ScHoenet. Yes; against the rate of 12.5. 

Senator Dova.ias. This was because of the upward drift of earnings. 

Mr. Scuooenr. That was certainly in part responsible. What 
other factors may have been responsible I really don’t know. 

Senator Dovetas. Of course, historically as I remember the figures 
in 1920 the average weekly earnings of wage earners in American cities 
was somewhere between $5 and $6 a week, and now the average runs 
between $50 and $60 a week. In terms of money wages in the 130 
years we have had an increase of 10 times. It is interesting that the 
wholesale price level, as far as we can measure it, in 1921 was almost 
precisely what it was in 1821 insofar as you could get identifiable 
commodities. I suppose the wholesale price level now is not far 
from what it was in 1920, which was the peak, indicating the upward 
movement of real earnings at the rate of between 2 and 3 percent a 
year compounded for 130 years. The question comes, Suppose the 
actuaries in 1820 had assumed that the average earnings would con- 
tinue at between $5 and $6 a week, by 1950 they would have found 
a very large margin of safety. 

Mr. Scuoene. That is right; they certainly would. 

Senator Doveias. Do our committee of actuaries wish to say any- 
thing in their own defense? 

Mr. Musuer. I would like to say that if you had a system based 
on a flat percent of aggregate earnings it wouldn’t make any sub- 
stantial difference relatively. That is the beauty of calculating the 
cost of benefits as a percent of payroll. We might be away off on our 
dollar estimates projectionwise; surprisingly enough, however, our 
cost calculations would not be so bad as a percent of payroll. 

Senator Dovatas. The rates of benefit are less for the upper brackets 
of income. 

Mr. Musuer. I was not talking about the Railroad Retirement Act. 
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Senator DovuGuas. It is true under the Railroad Retirement Act 
that the rates of benefit are greater for the block between $50 an 
$150 than for above $150, so as you get an upward drift in earnings, 
even though benefits remain the same, the cost as a percentage of 
payroll diminishes because people are moving up into the upper brack- 
ets and a larger proportion of the total wages are falling within th« 
upper brackets. 

Mr. Musuer. I have no objection to that analysis, sir. I was just 
addressing my comments for the actuaries in 1820 who I assumed 
were estimating costs of a benefit system based on flat percent of 
payroll, rather than according to the nature of the railroad retirement 
formula that you referred to. 

Senator Dovcias. But the benefit system is not based on that. 

Mr. Musner. Under those conditions the advantage of present 
value approach when related to payroll is that the required level tax 
rate itself would not be anywhere near as badly off as the projection 
of disbursements by calendar year—which would be very bad, indeed 

Senator DouGcias. What you have used here is the projection 
approach. 

Mr. Musner. What we have used here is the present value ap- 
proach as translated to a percent of payroll, and that is the beauty 
of using that as compared to using dollar figures. It has an element 
of stability that the other lacks. 

Senator Dovaias. We are going to have an interesting time on 
Tuesday. 

Mr. Lercury. Let’s point this out, too, Senator, in connection with 
the railroad retirement fund we do have that so-called prior service 
liability, and the cost of that is definitely related to the size of the pay 
roll and as the size of the payroll increases, the percentage of that that 
is necessary to take care of the prior service liability decreases. In 
fact, at the present time it is only about one-half of what it was when 
the fund was originally started. 

Mr. Scuoenr. Senator, I think I have made my main point with 
respect to the kind of judgment that is involved here. It simply 
comes down to this: If in actuality throughout the period of vears it 
actually works out that it takes 14.13 percent, then some adjustments 
will have to be made. What we are saying is that that is necessarily 
an approximation. Nobody can forecast conditions for even the next 
10 years, let alone perpetuity, and the wise and sensible thing to do is 
to see what the experience shows in actual operation before you start 
making adjustments. On the basis of past experience, we know that 
apparent shortages of more than 1% percent have been overcome 
through actual working out without requiring adjustments, and we 
have reason to believe that that would occur again. For those reasons, 
we don’t feel that it is necessary to disturb the existing tax rates in 
order to put these benefits into effect. 

I want to make one further observation. In the course of the 
actuarial discussions, various actuaries will testify. They have 
differences of opinion among themselves, too. They are always 
discussing whether one method of estimating or allowance for this 
and that is conservative or is not conservative. Whenever I hear 
actuaries discussing unconservative estimates, I have a little feeling 
that they are trying to carve rotten wood. 
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The point I make is that even when actuaries are what they consider 
unconservative, they are still by the nature of their profession bound 
to be conservative. I think the actuaries whose primary function re- 
lates to private insurance companies tend on the whole to be most con- 
servative. Their companies make money when they are on a conserva- 
tive basis. So all doubts have to be resolved in favor of excessive 
conservatism. I think the actuaries dealing with public systems of 
social insurance tend to recognize that it isn’t a money-making bus- 
iness, that the Government isn’t supposed to make money out of the 
system, that what they are trying to do is to achieve equality of treat- 
ment between one generation and the next, and they take some 
account of that. It still has been my experience that the science of the 
actuary in and of itself is a conservative science and that normally 
experience shows that even in that field they are too conservative. 

You asked yesterday that we make some comment on the statement 
appearing at page 7 of the Annual Report of the Railroad Retirement 
Board for 1950. 

The balance in the retirement account is the reserve of the retirement system. 
It is not a surplus. Liabilities of the system with respect to service already 
performed are far in excess of the present reserve. 

I think the significance of that statement is more apparent in the 
light of what I have said about the nature of the financial basis of the 
railroad retirement system. That condition is a permanent condition 
resulting from the fact that this is a level-cost system rather than a 
full-funded actuarial reserve system. The liabilities will always be 
such that if you stopped operating the system you would not have 
enough funds on hand to meet the accrued obligations as they mature. 

Senator Dovetas. But your contention is that the system will al- 
ways keep on to the degree that there are railroads. 

Mr. Scnorene. That is right. 

Senator Dovatas. And therefore you will always be getting current 
income to apply to past liabilities. 

Mr. ScHoEeNr. That is right. 

Senator Dovuatas. In other words, you don’t intend to stop the 
system and liquidate the funds to discharge past obligations. 

Mr. Scuoene. That is right. If that were to be done, it would be 
impossible to meet the obligations, and that has always been true and 
on the system of financing always will be true. But so long as it is 
kept operating and the necessary adjustments are made from time to 
time as experience shows what the proper balance between benefits 
and income is, it will keep going. We haven’t been furnished the 
kind of projection that you have asked for this morning. We would 
have liked to have it, but we have kept the Board people so busy 
furnishing us with level-cost estimates for one program and another 
as we were developing this program that they haven’t had time. 

Senator Dovetas. You happen to find a chairman of a committee 
who is inquisitive and he has to satisfy his doubts, too. 

Mr. ScnHorens. We will be very happy to see that projection our- 
selves. Of course we don’t know just at what point under this system 
the maximum reserve would be reached or when it would start to 
decline. We know, however, from the small discrepancy between the 
estimated level cost and the total tax rate that the time when the re- 
serve starts to decline would be a good many years hence, and that 
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there will be ample time to tell from experience what, if any, adjust- 
ments need to be made. 

Senator Dovatas. May I interject one question? 

Mr. ScHoENE. Surely. 

Senator Doua.as. It is on a very minor point. I have been very 
pleased to observe the low ratio of administrative experience of the 
Board. I have the figures for 1950 here, showing expenditures of 
slightly under $5 million as administrative expenses, as compared to 
benefit payments of slightly over $301 million, ratio of administrative 
costs to payments of 1.6 percent, ‘approximate lv. If you take collec- 
tions, $845 million collections, it is about seven-tenths of 1 percent in 
terms of ae I think this would seem to be a very low ratio, 
and | think it is worth my noting, as a somewhat caustic critic of 
excessive expe tic Fi in high levels of government, although there 
raay still be waste in railway retirement, on the surface this seems to 
be an extraordinarily good record. 

Mr. Scnorens. I think that is a well-warranted observation, Sena- 
tor. I think the Board has done a good job in keeping its administra- 
tive costs down. Sometimes we complain a bit that they don’t give 
us as good service as we would like to have, but even so they do a 
mighty good job, and I think they are entitled to a lot of credit for i 

Senator DouGias. Comparisons are invidious and odious, but this 
record in comparison with administrative costs of insurance companies 
is extraordinary. 

\Ir. ScHoeNr. Yes; it certainly is. 

Senator, that completes all that | have to say on the subject of the 
bill. I would like to indicate that as other witnesses testify they may 
have things to say that we want to reply to later. I take it there will 
be some criticisms of the bill, and we would like an opportunity to 
reply to that at an appropriate time. 

Senator DouGcias. Thank you very much. 

[ may say that representatives of the operating crafts have filed a 
request for information which I should like to make a part of the 
record at this point. We have received two requests from the operat- 
ing crafts, both under date of April 28. I am going to ask that they 
be made a part of the record and that copies be furnished to the 
Railway Retirement Board and to the nonoperating crafts to whom 
they are addressed, and that the information be furnished at as early 
a date as possible. 

Mr. Cuirrorp D. O’Brien (attorney at law, Chicago, IIl., counsel 
for BLE, B. L. F. & E., ORC, and BRT). In respect to my longer 
letter, | thought perhaps Mr. Musher would testify today, but since 
he is going to testify on Tuesday I will furnish him a copy here today 
so that he will know what information we are seeking. 

Senator DouGuas. Thank you very much. I will have the inquiring 
letters made a part of the record so when it is printed it will be there. 

The information follows: ) 

WasuHincton, D. C., April 28, 1951. 
Re Amendments to Railroad Retirement Act. 
Hon. Paut Dove tas, 
Chairman, Subcommittee, Committee on Labor and Public Welfare, 
Senate Office Building, Washington 25, D. C. 

Dear Senator Dovuae.as: On behalf of the four operating brotherhoods, I 
write you hurriedly to suggest that certain pertinent and perhaps decisive informa- 
tion be obtained from the chief actuary of the Railroad Retirement Board during 
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his appearance on the witness stand today. This information seems to us of 
itmost importance in estimating the moneys available to pay any increased 
benefits which would be provided by pending legislation. 

Future taxable payroll estimates are made by the Board’s actuarial staff from 
time to time, notably for the statutorially required valuations and, as in the 
present instance, when proposed increases in benefits are under consideration. 
{n excellent example of such estimates is found in the 1949 Report of the Board, 
pages 149 through 152. The tables therein shown utilize estimates of the payroll 
of the class I line-haul railroads, as they are affected by available traffic, shifts in 
out-put per man-hour, and changes in wage rates. It is necessary, however, to 
make adjustments in that payroll to compensate for two important differences 
from the payroll of the class I line-haul railroads: First, there is an upward adjust- 
ment to take account of the payrolls of other carriers covered in the Retirement 
and Taxing Acts and, second, there is a downward adjustment to take account of 
nontaxable payroll, at present that over $300 per individual per calendar month, 
or as proposed by the Railway Labor Executives’ Association for the future that 
over $400 per individual per calendar month. 

These considerations make it extremely difficult for representatives of and 
advisers for the organizations to make projections from the available Interstate 
Commerce Commission’s statistical compilation of hours and earnings of the 
employees of the class | line-haul railroads, based upon the effect of wage-rate 
increases recently made effective or almost certain to be made effective on the 
railroads of the United States. In any event, it seems to us that your committee 
should certainly have the benefit of the testimony of the Board’s chief actuary on 
these vital points, 

To assist in furnishing a background for inquiry of the chief actuary as to the 
effect upon.future taxable payrolls of wage-rate increases and as to the varying 
effect thereon of maintaining the $300 maximum or of adopting the proposed $400 
maximum, the following information concerning wage-rate increases in the 
railroad industry is supplied. 

Wage-rate levels in the railroad industry have recently been materially influenced 
bv the following adjustments: 

a) An increase for all nonoperating employees effective September 1, 1949, 
consequent upon maintenance of take-home pay upon reduction of the workweek 
from 48 to 40 hours—this increase averaged approximately 23 cents per hour; 

b) An increase for yardmen and yardmasters represented by Switchmen’s 
Union of North America and Railroad Yardmasters of America of 23 cents per 
straight-time hour effective October 1, 1950, followed by a further increase 
amounting on April 1, 1951, to 10 cents per straight-time hour through operation 
of a cost-of-living escalator clause—for a total increase to date of 33 cents per 
straight-time hour; 

c) An increase for nonoperating employees (and other groups following the 
pattern) of 124+ cents per straight-time hour effective February 1, 1951, followed 
by a further increase amounting on April 1, 1951, to 6 cents per straight-time hour 
through operation of a cost-of-living escalator clause—for a total increase of 
18% cents per straight-time hour; (the 6-cent increase was the subject of the recent 
order of Economic Stabilization Administrator Johnston and of the report of the 
temporary emergency railroad wage panel upon which Mr. Johnston based his 
order—copy of both: enclosed 

(d) An increase for yard employees represented by the operating brotherhoods 
of 12% cents per straight-time hour ordered by the Department of the Army, 
effective October 1, 1950; 

(e) An increase for road employees represented by the operating brotherhoods 
of 5 cents per straight-time hour ordered by the Department of the Army, effective 
October 1, 1950. 

Additionally, the long dispute between the operating brotherhoods and the 
carriers concerning both wage and rules changes is still unsettled. ‘This is the 
dispute which was the subject of investigation recently by the full Committee on 
Labor and Public Welfare, upon which report is still pending. Records of the 
testimony of the parties and of the National Mediation Board in those hearings 
establish the following: 

That the carriers have offered to grant wage-rate increases plus escalation 
which, by April 1, 1951, would amount for yard employees to 33 cents per straight- 
time hour, and for road employees to 18% cents per straight-time hour. In each 
case substantial amounts of the increase would be retroactive, but would not be 
additional to but offset in part by the increases already ordered as interim adjust- 
ments by the Department of the Army. 
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The recent history of railroad wage rate adjustment, and documentation of th 
foregoing except as to detail of the offers respecting the employees represented 
by the operating protherhoods, is contained in the enclosed report of the emergency 
pane K’stimates of the effect of those actual and pending increases on payro 
osts are contained in the transcript of the committee’s hearings on the operating 

employees’ dispute with the carriers, pages 830, and 1533-1536. 

We will be glad to cooperate to any extent vou deem advisable in assisting to 
develop these important issues of the effects upon taxable payrolls of wage rate 
adjustments, and hope you will obtain the testimony of the Board’s chief actuary 
estimating the impact of these wage rate increases upon funds available to pay 
increased benefits under the Retirement Act. 

Respectfully yours, 
CiirrorpD D. O’Brien, 
Counsel for BLE, B. L. F. & E., ORC, and BRT. 


’ 


Aprit 28, 1951. 
Memo to file. 
Subject: Bronson request for information. 

1. Our actuary, Mr. Bronson, called me this morning and requested that wi 
attempt to obtain certain specific information which he needs in his analysis of 
the RLEA bill. He states that he cannot tell certainly from the language of the 
bill how it would apply in certain situations 

2. He therefore requests that the subcommittee obtain for its record from 
proponents of the bill or from members of the staff of the Retirement Board the 
following information 

3. Assume as case No. 1 a man hired in railroad service in 1937 at age 40, who 
earns level railroad compensation of $3,000 per year who 

(a) Died in 1947 at age 50, leaving a widow and child entitled to survivor 
benefits 

(b) Died in 1957 at age 60, leaving a widow and child entitled to survivor 
benefits. 

(c) Retired in 1962 at age 65, with no living wife or child entitled to 
benefits 

4. Assume as case No. 2 a man hired in railroad service in 1945, who earns 
level railroad compensation of $3,000 per year, and who from 1937 to 1945 earned 
level wages under social security of $2,000 per year who 

1) Died in 1947 at age 58, leaving a widow and child entitled to survivor 
benefits. 

(b) Died in 1952 at age 63, leaving a widow and child entitled to survivor 
benefits 

(c) Retired in 1954 at age 65, with no living wife or child entitled to 
benefits. 

5. For these examples, what would be the development and determination of 
social security and railroad retirement benefits? How would these cases be 
analyzed from the standpoint of tax payments, and of all adjustments between 
the social security and the railroad retirement systems? 

6. The operating organizations would appreciate this information so as to 
assist their actuary in his analysis of the effects of the proposed RLEA bill. 


Cuirrorp D. O’Brien. 


Senator Douatas. Are there any other witnesses who wish to testify 
today? 

(No response. ) 

Is Mr. Buck going to be here on Tuesday? 

Mr. Davin B. ScurerBer (associate general counsel, Railroad Re- 
tirement Board). Senator, I sent telegrams to Mr. George Buck and to 
Mr. Robert Holran, and to Mr. Russell Reagh, asking all of them to be 
here Tuesday morning at 10 o’clock. I have since been advised by 
Mr. Badger, who gave me this note this morning, that Mr. Reagh 
probably wil! not be here because he says he is no longer a member of 
the Railroad Advisory Committee. 

Senator Dovetas. Which representative is he? 

Mr. Scurerser. He is the Government representative. 
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Senator Dovetas. The representative of the Treasury. So the 
arbitrator, so called, is no‘. here. 

Mr. ScureiBeEr. So he says. This is the note I have [handing copy 
io the chairman]. 

Senator Dovatas. Does that mean there are only two members of 
the Actuarial Advisory Committee? 

Mr. ScHrerBer. At this time that is so. 

Mr. Letentry. You see, they won’t make their next examination 
under the schedule until 1952. They don’t make a continuing exam- 
ination of the account. They are called in every 2 or 3 years to make 
that examination. So I assume that the Treasury Department feels 
they have ample time to name a new man. 

Senator Dovetas. I think we might consider the question of 
whether we should not call Mr. Reagh. 

If there are no other witnesses, we will meet at 10 o’clock on Tuesday 
with the understanding that Mr. Musher will be the first witness. 
Mr. Schreiber, are you going to testify? 

Mr. ScurerBer. I am not planning to, Senator. I did not intend 
to testify because Mr. Schoene covered everything I would have to say 
as far as the bill is concerned. I shall be glad to answer any questions 
that you may have. I will be here and available if there are any 
questions. 

Senator Dovetas. It would seem to me as though probably we can 
keep the actuaries busy on Tuesday. 

Of the operating brotherhoods, when will you be ready to testify? 

Mr. O’Brien. We will be ready to proceed on Tuesday. It would 
be shorter if you will give us until Tuesday to testify. 

Senator Dovatas. If you have more time you can say it in less 
space, is that it? 

Mr. O’Brien. That is correct. 

Senator Dovetas. Let us plan, then, on having two sessions at 
least on Tuesday. If necessary we will go into the evening. 

And now about the railways. Mr. Fort? 

Mr. J. Carrer Fort (vice president and general counsel, Associa- 
tion of American Railroads, Washington, D. C.). Mr. Chairman, 
as I told you at the opening of the hearing, we had no warning except 
I think 2 weeks, of the provisions of any of these bills. As has become 
very obvious during these hearings, the underlying questions involved 
are very difficult and very preplexing. The magnitude of this 
system is ordinarily not understood, I believe. The system costs over 
$500 million a year. It is a matter of the gravest importance to a 
million and a half railroadmen and of greatest importance to the 
railroads. It is a very important factor in the economy of the 
country. Our position is that we should make a very careful study 
and that we should be given an opportunity to make a reasonaply 
adequate study after there has been disclosed what is being disclosed 
little by little as we go along of the position of the proponents of the 
bill and also of the proponents of the operating brotherhoods. Ac- 
cordingly, we would like very much, in order to reduce the volume of 
our showing and to improve its quality, I hope, to have as much time 
as possible after the proponents have closed their case. I had in 
mind at first 2 weeks. I think I mentioned that to the chairman. 
We thought that was a very moderate request in view of all the 
circumstances. If I may, we would like to have the maximum time 
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which would meet the convenience of your committee after th 
proponents have closed, in order to prepare our case and in order to 
decide very important and serious policy questions as to which wi 
have been unable to reach a decision because we haven’t had th 
underlying information necessary and we have had no way to get it 

There are some questions I would have liked to ask Mr. Musher 
and perhaps the proper course for me to follow would be to file a 
letter Tuesday such as the letter filed by Mr. O’Brien. Very briefly 
the request we make of the committee, is that we be given such time 
as vou can give us. 

After all, this has been running on for some time and it will run on 
for some time. I don’t see any occasion for undue haste about it. It 
seems to me very unseemly that there should be undue haste about it 

Senator DouGcias. We don’t want undue haste, but we are in the 
position of not wanting undue delay, either. We have the practical 
parliamentary problem that we have the hearings on the new De- 
fense Production Act, and I sit on that committee. Then I have 
hearings which I must start on the Ist of June on another subject 
and which are going to be somewhat exacting. So I would like to 
close these hearings, giving all parties a proper nae to be repre- 
sented and heard adequately. [ would not wish to see the hearings 
drag on into June. That would be impossible. 

Mr. Fort. We would ask that, Mr. Chairman. I think, as I told 
you the other day, that 2 weeks would be sufficient for us to make a 
case that would be adequate. 

Mr. Letantry. Mr. Chairman, we must realize that we have 
approximately 300,000 either pensioners or annuitants on the rolls 
who are looking for relief. They need relief. They can’t meet their 
obligations unless they get some relief. With all due respect to what 
Mr. Fort has said and the position of the railroads, I am confident 
that thev have most of the sslanianaditdh which we have. 

Mr. Forr. I don’t think you have enough. 

Mr. Leiaury. I would like to have more, too, Mr. Fort, but I 
think that we have sufficient on which to base certain conclusions. 
We would like to have the hearings closed out as soon as is reasonably 
possible. We want every one to have an opportunity to present their 
views and their side of the controversy, but we don’t want the hearings 
dragged out over a period of time. I might point out too that the 
House is beginning its hearings on a companion bill on May 15, and 
it is their intention to go right through and hear the proponents of 
all bills, the proponents and opponents of all bills. I think that we 
have got to give the entire picture the consideration it deserves in 
reaching conclusions. 1 know in many of these matters we would like 
to have more time to do this, that, and the other, and quite often we 
are told that you have so much time and we have arranged to meet 
the deadline. I think that in a situation of this kind we can very 
properly go along with a reasonable request for a little additional 
time, but we do want to get the hearings closed up and get some 
action on this just as quickly as is possible. 

Senator Dovatas. Mr. Fort, I wonder if 2 weeks from the time 
the hearings begin would be satisfactory to you, namely approximately 
2 weeks from yesterday. 

Mr. Forr. Yes; 1 think we can meet that requirement. I want to 
say that Mr. Leighty’s testimony was very helpful to us. I thought 
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it was very forthright, and so was Mr. Schoene’s. Our objectives in 
this matter are not so different. We are sitting here in a rather un- 
usual capacity, I think. We are sitting here, in a sense, as a board 
of directors of a very important insurance company might sit to 
ascertain facts upon which we can base policies. I don’t regard this 
as an adversary proceeding, and we are not approaching it as an 
adversary proceeding. We are trying to understand the significance 
and the implications of the proposal, which has come upon us very 
suddenly in view of all the other commitments that we have. 

When did the hearings start? 

Senator Morse. Yesterday, the 27th. 

Mr. Fort. I suppose in 2 days we can make all the showing we 
intend to make. We will try to. When I say 2 days perhaps that 
would mean 6 or 8 hours. We will try to boil it down. 

Senator Doveuas. Let’s plan tentatively for the railways to be 
heard on Friday, the 11th. I may have to readjust my schedule and 
we will get in touch with each other. 

Mr. Lercury. That will be fine. We will make ourselves available. 

Senator Doucuas. We have a series of other groups. Have others 
indicated that they wish to be heard? Mr. Stack and Mr. Carter, 
I wondered if you would consult with Mr. Badger, the professional 
staff member of the subcommittee, and see if we can fix dates for 
your appearance. 

Mr. Tuomas Strack (preside - railroad pens.on fund). Yes, sir. 

Senator Dovuauas. I wonder if you could meet with Mr. Badger 
and fix the best dates for your an 

Mr. Stack. We will be ready to testify on Tuesday. 

Senator Doua.as. The difficulty is that Tuesday is piling up on us. 

Mr. Lercury. Maybe we could have an all-night session, Senator. 

Senator Doucras. I am perfectly willing to do it. 

Mr. Stack. Wednesday is all right. Any time is all right. 

Mr. Lercury. Will we have hearings on Wednesday according to 
your present schedule? 

Senator DovGuas. | am afraid I cannot meet on Wednesday, but 
tentatively 1 can on Thursday. 

Does that dispose of everything? The understanding is that on 
Tuesday Mr. Musher, Mr. Buck, and Mr. Holran will be here to 
testify and also representatives of the operating crafts. Possibly 
some of you may have to go over until Thursday. 

Thank you very much. 

(Whereupon, at 2 p. m., the hearing was recessed until 2:15 p. m. 
Tuesday, May 1, 1951.) 
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TUESDAY, MAY 1, 1951 


SUBCOMMITTEE ON RAILROAD 
RETIREMENT LEGISLATION OF THE COMMITTEE 
oN Lasor AND Pusiic WELFARE, 
Unirep Srares SENATE, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 2:15 p. m., in the old 
Supreme Court room, the Capitol, Senator Paul H. Douglas, chairman 
of the subcommittee, presiding. 

Present: Senator Douglas. 

Also present: Paul L. Badger, member, professional staff. 

Senator Dovatas. Gentlemen, may we come to order, please. 

I am told that the first witness this afternoon is Mr. Walter Mats- 
check, who is director of research of the Railroad Retirement Board, 
but before he identifies himself and testifies, Mr. Schoene, I believe 
wants to make a statement. 

Mr. Scuoenr. Mr. Chairman, in these historic surroundings in 
which the hearing is being held it reminded me of an observation which 
I wanted to make and I hadn’t had the opportunity to make it. 

On May 6, 1935, I sat in this room, approximately where I am 
sitting now, and I heard the Supreme Court of the United States de- 
clare the first Railroad Retirement Act unconstitutional. I also 
heard Mr. Chief Justice Hughes in one of the ablest dissents he ever 
wrote denounce the majority opinion as being particularly vicious 
because it made it impossible ever to have a Railroad Retirement Act. 
I wanted to put that observation on the record here today before the 
actuaries tell us what is going to happen in the next 50 years or in 
the next 100 years or in perpetuity. 

Senator Dovatas. Mr. Matscheck, will you identify yourself for 
the record, please. 


TESTIMONY OF WALTER MATSCHECK, DIRECTOR OF RESEARCH, 
AND JOSEPH MUSHER, CHIEF ACTUARY, RAILROAD RETIRE- 
MENT BOARD 


Mr. Martscueck. I am Walter Matscheck, director of research for 
the Railroad Retirement Board. 

Senator Dovetas. Are you an actuary, Mr. Matscheck? 

Mr. Martscueck. I am not. The actuary’s office is part of the 
Office of the Director of Research, and Mr. Musher is the chief actuary 
in that office. 

I want to make just a very brief statement by way of introduction 
to Mr. Musher’s Statement. 

159 
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Mr. Musher, as chief actuary, has the function of determining cost 
of the Railroad Retirement Act as it now is constituted, and of th 
costs of proposed amendments to that act. In preparing these cost 
he of course operates as an actuary. I do not in any sense attempt to 
tell Mr. Musher what costs to arrive at. That is his business. W, 
do discuss the assumptions that go into an actuarial evaluation insofa 
as they are not purely technical, and we discuss policy matters. | 
want to say that the cost figures arrived at by the actuary may be and 
often are different from the actual tax rate provided by law, and as it 
the case of S. 1347 the costs arrived at as given in the report of th: 
Board to the committee are somewhat in excess of the present tax rat 
‘That does not mean that my office says that the tax rate in the law 
must be the tax rate that is calculated as the level costs of the system 
I recognize that there are other factors that must be considered. 

Senator Dovecias. May I indulge in an analogy? Is the relation- 
ship of the actuary to vou similar to the re lationship of the command- 
ing general of the far eastern forces to the Joint Chiefs of Staff? 

Mr. Marscueck. I thank vou for the compliment. 

I recognize that there are in any evaluation or in any estimate of 
costs in a system such as this various assumptions that go far into the 
future, assumptions as to business activity, as to railroad business, as 
to rates of pay and various other factors. Those are necessarily 
assumptions. Those assumptions are made on what we consider rea- 
sonable, vet fairly conservative, bases. 

1 am speaking personally now. I personally am not averse to a tax 
rate that is a little below what the calculated tax costs might be, 
because I think it is all right if you don’t go too far, to make a little 
allowance for possible variations in what will happen in the future. 

Mr. Musher will explain to you briefly the methods used in esti- 
mating the cost of the retirement. system as it is now constituted, and 
then he will go on and show you how he arrived at the estimated costs 
of S. 1347. 

There is one aspect of costs for which Mr. Musher is not responsible, 
and that is the estimate of future payrolls. That we consider an 
economic and statistical activity which is performed by other members 
of the staff of the office. Those estimates of payrolls are made rather 
carefully. They are not picked out of the air. We start out in making 
that estimate—and I won’t go into detail, Mr. Chairman, but if you 
desire I can put into the record a very detailed discussion or memoran- 
dum of how those estimates were made for the last valuation—we start 
out with the estimates of population from the Census Bureau. We 
get the ratio of industrial production to population and project that 
into the future. We make certain adjustments for the cyclical con- 
siderations. In other words, make allowances for possible future de- 
clines and increases in business activity. 

Then we calculate the volume of railroad traffic in the future. That 
comes from a ratio of railroad traffic to industrial production, and we 
translate that into traffic units. Then we calculate and project the 
increase in productivity of railroad labor. From those considerations 
we arrive at the total number of man-hours required in the years on 
which we are making the projection for the ee of this railroad 
work. We make some allowance, not too great, for future increases in 
wage rates. I might inject here that the ine reases in pay since 1949 
when we made the payroll estimates for the fourth valuation have 
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already exceeded the allowance that we made for some considerable 
distance in the future. 

Senator Dovatas. May I ask this question. Do you assume 
variable payrolls from year to year? 

Mr. Marscueck. On the basis of these factors, I said, we make an 
estimate of the volume of railroad work, the number of man-hours 
required to do that, and then we apply the wage rates per hour, 
estimated in that way, and we arrive at a payroll. That varies. We 
do that on this calculated basis for about 15 years, making allowances 
for possible depressions and increases in business activity. 

Senator Dovauas. Fifteen years immediately in the future? 

Mr. Marscueck. Immediately in the future. Thereafter we apply 
a cyclical factor. 

Senator Dovetas. Do you have a growth factor thereafter or just a 
cyclical factor? 

'Mr. Martscueck. Just a cyclical factor. 

Senator Dovetas. Not growth factor. 

Mr. Marscueck. No. There is allowed in this an increase in 
railroad business, some further, not too great, transfer of transporta- 
tion from the railroads to other transportation industries, which has 
been very great in the past 30 years, as you know. Add to that 
productivity factors for railway labor. 

Senator Dovetas. That would be a factor which would reduce the 
payroll. 

Mr. Marscueck. That is right. 

Senator Dovuauas. This figure of 4.6 and the other figure of 5.2 
billion—— 

Mr. Matscueck. That is my next step, Senator. We arrive at a 
taxable-payroll, as I say, which is a series of figures for a “ig rap 
number of years. Then the actuaries take hold of that and by ¢ 
process, which Mr. Musher can explain, if you want the detail, we 
arrive at one figure which has this effect: If you multiply that one 
figure, which they call the equivalent level payroll, if you apply the 
tax rate to that one figure throughout the years, you will have the same 
results as if you applie d the tax rate to a varying set of figures through- 
out the years. You use one figure instead of having a whole lot to 
work with. 

Senator Dovatas. Is that an average? 

Mr. Musuer. An average which takes into account the effect of 
the interest rate that is applied through the years. 

Senator Doveias. Would you file as an appendix to your statement 
the basic data which you are now discussing? 

Mr. Matscueck. I will put in the record, if you desire, a couple 
of memoranda which were prepared after we made our last payroll 
estimate which go into detail on all these factors. There are two 
memoranda here. 

OcToBER 12, 1949. 


ESTIMATES OF FutTurRE PAYROLLS FOR THE ACTUARIAL VALUATION 


Accompanying this memorandum are tables showing estimates of the taxable 
payrolls in employment covered by the Railroad Retirement Act for use in the 
fourth actuarial valuation. Two sets of estimates for the years 1949-63 were 
prepared, one for “reasonable low’ and the other for ‘‘reasonable high” expecta- 
tions. They are considered as defining, conservatively, the most probable area 
of the future taxable payroll, not as setting upper and lower limits. It has been 
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the aim in these projections to avoid both unreasonably optimistic and unreaso: 
ably pessimistic assumptions. As in the past, the figures for any particula 
year should not be considered as forecasts for that year but as part of the grou, 
of figures covering the entire period. 

The estimates indicate that the taxable payroll for most of the next 20 years is 
most likely to be between $4.5 and $5.5 bill'on a year. The reasonable lo 
estimates for the period 1949 through 1963 range from 3.7 billion (in a depressio 
year) to 5.0 billion (table 1). The reasonable high estimates for 1949-63 rang 
from 4.4 billion (in a depression year) to 5.5 billion (table 2). 

As a basis for projection beyond 1963 factors are furnished (table 3) in the forn 
of percentages to apply to the estimates for 1952-62 to obtain figures for successi vx 
1l-year periods. 

METHOD 


The general method of estimating the payrolls was essentially the same as for 
the third valuation. As in the past, estimates of industrial production wer 
derived from estimates of future population by projecting past relationship 
between the two series. Then the volume of railroad freight and passenger 
traffic was estimated from the projections of industrial production. Using these 
traffic estimates and projections of productivity and pay rate trends, total mai 
hours of class I railroad employees and class I railroad payrolls were computed 
Taxable payrolls were obtained from the class I railroad payrolls by allowi: 
for payrolls of other employers and for the not taxable part of the total payrol 

The primary differences between these estimates and those for the third valu 
ation arise out of actual changes in population and wage rates, both of which have 
increased more than was expected in 1946, Because of the higher wage rates, 
more attention than in previous estimates has been given to the percent of payrol! 
not taxable. 

LEVEL OF INDUSTRIAL PRODUCTION} 


The estimates of industrial production for the fourth valuation are substantially 
higher than those used for the third valuation, largely because the population has 
increased much more than was previously expected. For the reasonable low 
estimates the volume of production was computed in the same way as for thi 
third valuation, on the basis of 1920-29 experience, but starting at the 1948 lev« 
For the reasonable high estimates the procedure was modified somewhat. Instea 
of using the relationship for the years 1920-46 as the basis for extrapolation, th 
production per thousand population for 1948 was increased for each subsequent 
year by one-twentieth of the increase in production per thousand population fron 
1920 to 1940. The resulting estimate of production per thousand plpulation was 
multiplied by the estimated population in thousands to obtain the production 
index. 

The figures of industrial production obtained from the population figures were 
prosperity figures. Business cycles were allowed for by reducing the industrial 
production estimates for several of the years. Minor recessions were assumed 
for 1953 and 1956 and a major depression for the years 1958-61. The current 
adjustment is assumed to continue through 1950 for the reasonable low estimate 
but to end by the beginning of 1950 for the reasonable high estimate. 


VOLUME OF TRANSPORTATION 


In the estimates for the third valuation it was assumed that the volume of 
railroad freight traffic coming from a specified level of industrial production would 
be something like the experience in the 1930’s. It is well known that during the 
war the railroads recovered part of the lost ground from competing forms of 
transportation, but in the last 3 years have begun to lose ground again. In the 
estimates for the fourth valuation it was assumed for the reasonable high estimates 
that the relationship of the increase in freight traffic to the increase in industrial 
production would be the same as in the experience of the 1930’s. For the reason- 
able low estimates it was assumed that an increase in industrial production would 
result in an increase of freight traffic one-third less than in the 1930’s. This in 
effect allows for additional loss of traffic to competing forms of transportation 
For both the high and low estimates the constant terms ia the estimating formula 
were adjusted to conform with 1947 and 1948 experience. 

Passenger traffic has thus far held up better than was previously expected. Th¢ 
same general formula as in the third valuation was used for passenger traffic. An 
allowance was made, as previously, for a decline in the railroad proportion of total 
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passenger traffic in each passing year, and the constant term in the equation was 
idjusted to conform with 1947 and 1948 experience. 


° 


LABOR PRODUCTIVITY 


[he general method of allowing for industrial productivity was the same as for 

e earlier estimates. The effect of two different factors was allowed for—one was 
the time element, which allows for the effect of mechanization, improvement in 

e organization of work, etc.; the other factor is the volume of railroad traffic. 
Che additional experience of the last few years indicates that these assumptions 
vield productivity figures somewhat higher than have been realized, probably 
because there was less increase during the war than indicated by the trend factor 
Che constant term in the equation was reduced to allow for this. 


MAN-HOURS 


The man-hours obtained from the traffic and labor productivity series were 
n the basis of a 48-hour week. The 40-hour week will reduce somewhat the 
umber of hours paid for since some facilities will be closed on Saturdays and 
0 some extent the Saturday work will be absorbed. Also, general office em- 
plovees, who worked 44 hours a week have in the past been paid for 8 hours on 
Saturday with 4 hours reported as time paid for but not worked. In the reason- 
ible low estimates the man-hours were reduced 6.1 percent to allow for the effect 
of the 40-hour week. In the reasonable high estimates the man-hours were 
duced 4.1 percent. 
WAGE RATES 


Secause of the fact that these estimates were prepared when inflation was 
ar a peak, unusual care was taken concerning assumptions as to the future 
yurse of hourly earnings. From a study of the relationship of wage rates and 

prices for more than 100 vears, it appears that the current price adjustments will 

little or no effect on wage rates. It also appears logical to assume that 

yage rates will continue to rise in the foreseeable future just as they rose per- 
stently over the past 100 years. 

For the reasonable low estimates it was assumed that railroad wage rates would 
lecrease 7.5 percent in 1950 and thereafter would rise slowly (1 percent a vear 
in years of prosperity or minor recessions. In the major depression from 1958-61, 

was assumed that wage rates would remain stationary 2 years, decline 10 
percent in the third year, and return to the predepression level in the second 

vear of prosperity (1963). 

For the reasonable high estimates, it was assumed that wage rates would rise 
1.5 percent in years of prosperity and minor recessions and that there would be 
o decrease in 1950. It was assumed that the 1958-61 depression would reduce 
wage rates by 7.5 percent in the third year instead of 10 percent. 


PROPORTION OF PAYROLL NOT TAXABLE 


As wage rates increase the proportion of the total payroll not taxable will also 
increase. At the present time approximately 10 percent of the total payroll is 
not taxable. Investigation of the effect of changes in pay rates on the proportion 
of payroll not taxable led to the conclusion that, if the $300 a month limit for 

taxable earnings is retained, the proportion of the total payroll not taxable for 
the reasonable low estimates by 1970 will be about 11.5 percent. For the reason- 
able high estimates it appears that, by 1970, 19.4 percent of the total payroll will 
not be taxable. The ratio of the taxable payroll to class I railroad payroll was 
adjusted to allow for the effect of an increasing proportion of earnings not taxable. 


ESTIMATES FOR YEARS AFTER 1962 


For the ‘“‘perpetuity”’ element of the payroll estimates a new procedure was 
adopted, following a suggestion made by Mr. Niessen. Instead of a single figure 
for all years after 1963, a repetitive cyclical pattern has been used. The estimates 
for the years 1952-62 have been treated as a “typical period” as far as cyclical 
changes are concerned. Successive repetitions of this 1l-year pattern of cyclical 
movement were assumed with the level for each 11-year period determined by a 
trend projection based on the annual estimates given through 1963 and work 
sheet estimates for 1965 and 1975. 
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The adjustment factors given in table 3 to apply to the payroll estimates f 
1952-65 were derived from this trend projection. The decreases from period 
period in terms of the first years of the periods are as follows: 


Percent decrease 
Interval : 
Reasonable} Reasonah|¢ 
low high 


1952 to 1963 
1963 to 1974___- 
1974 to 1985 
After 1985 
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[ABLE 3.—Estimated tazable payrolls for years in 11-year periods after 1962 as per- 
,o 


cents of payrolls in corresponding years of the 11-year period 1952-62 


Taxable payroll in subsequent 1l-year periods as percents of payrolls in 


correspor 
I I 1 


Corres- 
ponding 
Year of period year of 
1952-2 


period 


isonable low estima 


1985 
and late 


period 


93. 60 
93.93 
94. 25 
94. 56 
94. 86 
95.15 
95. 44 


96. 05 95. 72 


06, 24 96. 00 
06. 42 96. 27 


96. 60 96. 54 


OcToBER 14, 1949. 
EXPLANATION OF PAYROLL PROJECTION FOR FouRTH VALUATION 


Payroll projections for the fourth actuarial valuation of the railroad retirement 
account are given in a memorandum dated October 12, 1949. (See tables 1 and 
2ofthat memorandum.) The following discussion gives in more detail the reasons 
for making certain assumptions and states more completely the methods used in 
making the estimates. 

The conditions under which these estimates are made are more favorable for 
preparing estimates than those in 1946, when the estimates for the third valuation 
were prepared. We have passed through the immediate postwar years and so 
have a good starting point for our projection. It is possible now to form some 
tentative opinions of the effect of the war on the relationships between various 
segments of the economy, about which we could only speculate in 1946. 

It is true, however, that the postwar economy is now in the process of shaking 
down from the war-generated inflation. How far this process will proceed is not 
yet clear. There are many who feel that a fairly stable adjustment will be reached 
by the end of the year. Others are of the opinion that any stabilization reached 
this year will be only temporary and that a further adjustment will occur in the 
latter part of 1950. This more pessimistic view appears to be based largely on 
the assumption that capital expenditures will contract and bring on further de- 
flation and that this contraction will occur because investors will be afraid to take 
risks with the world in an unsettled condition, or because investors will be afraid 
of further deflation. 

For these projections it was assumed that we are in a postwar adjustment such 
as occurred in 1920, but that the adjustment will be less severe than in 1920. 
Also, it has been assumed that following this adjustment there will be a period 
of prosperity resembling that which followed the 1920 depression. 

It will be, of course, a number of years before postwar trends become evident. 
For the most part it was necessary, therefore, to use prewar relationships and 
trends adjusted as well as possible for what appear now to be the residual effects 
of the war on these relationships and trends. 

The general framework on which the payroll projection for the fourth valuation 
rests is the same as was used in the second and third valuations. Changes in 
methodology affected the way in which certain figures were produced rather than 
the general concept. As in the past, estimates of industrial production were de- 
rived from estimates of future population. From the production estimates, 
estimates of the volume of railroad traffic were produced. With these and pro- 
jections of productivity and pay rate trends, estimates of man-hours paid for to 
class I railroad employees and of class I railroad payrolls were obtained. The 
final step was to obtain taxable payrolls from the estimates of class I railroad pay- 
roll. 
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he two sets of future payroll figures are given as “reasonable high’’ and 
isonable low.’’ They are considered as defining, conservatively, the most 
le area of the future taxable payroll, not as setting upper and lower limits 

» difference between the high and low figures is the net result of high and low 
assumptions with regard to the various elements used in the computations. I 
f these elements, such as the figures on traffic units per man-hour, tl 

nee between the high and low figures is small, probably smaller than woul 


rived at if the problem were to forecast productivity rather than payroll 
was necessary to make such restrictions. Otherwise the pyramiding of differ 
ences between high and low assumptions would have made the difference betwee 
high and low estimates of taxable payrolls so large that the final results, bot] 
ind low, would be meaningless 

in other payroll projections, the figures for particular years are not put 
forth as forecasts specifically for those years but as part of an over-all cyclical 
patter! Depression allowances were made for certain years because a co1 
servative estimate required the assumption that there will be business cycles ir 
the future. The timing of the depre ssions was set arbitrarily to follow roughly the 
timing after World War I but it is not likely that the business eycle will follow 

exactly that pattern. 
Estimates for 1949 are included in most of the subsidiary tables attached to 
this discussion. The payroll estimates in tables 1 and 2 of the memorandum, 


1 


however, are derived from our most recent budget estimates and are somewhat 
higher than the estimates which would result from the production and pay rate 
estimates given in the projections of these figures. The figure given for 1948 j 
the total creditable compensation as established for the vear by the bureau of 
wage and service records plus an allowance of $34 million taxable back pay for 
nonoperating employees. 

For the perpetuity element of the payroll estimates, that is for years after 1963, 
a repetitive cyclical pattern has been used instead of a single figure as in past 
projections. Successive repetitions of the pattern for the vears 1952-62 weré 
assumed, with the level of each 11-year period determined by a projection of the 
pay roll trend. 

POPULATION FORECASTS 


The most recent official publication giving long-range estimates of future 
population is Forecasts of Population of the United States, 1945-75, Bureau of 
the Census, 1947. These estimates were prepared before adequate information 
was available on the large postwar increase in births. This is recognized in the 
introduction to the volume. The Census Bureau states, however, that only the 
figures for those born after 1945 are affected and that little or no change is needed 
with regard to the estimated survival of those born earlier. 

The figures used for population estimates in the fourth valuation are based on 
the census estimates which assume medium fertility, medium mortality, and no 
net immigration (see table 28, p. 41, op. cit.). These figures are the second lowest 
of the group of estimates presented, with 1975 figures 11 million above the lowest 
estimate and 23 million below the highest estimate. These figures were adjusted 
for the underestimate of postwar births and to allow for a small amount of immi- 
gration—250,000 net per 5 years. 

In the census estimates used it was assumed that there would be 13,250,000 
births during the years 1945-50. It now appears there will be at least 17,500,000 
births in those years. From July 1, 1945, through July 1, 1949, the Census 
Bureau reports 14,296,000 births, an average of 3,765,000 per year. The figure of 
17,500,000 allows only 3,200,000 for the next year. 

It was necessary to adjust the population estimates for 1950 and later years 
to allow for the increase in births, the difference between 17,500,000 and 13,250,- 
000. This adjustment added 3,777,000 to the 1950 total. Allowances were 
added to the totals for succeeding 5-year periods which took into account the 
mortality of this added group, assuming medium mortality. These adjustments 
ranged from 3,812,000 in 1955 down to 3,750,000 in 1975. The apparent dis- 
crepancy between the 1955 figure and the 1950 figure results from the fact that 
the age distribution in the forecasts made by the census is influenced by the 
substantial undercount which always occurs for those under 5 years old. Thus 
the total number under 5 years old in 1950 in the census estimates is smaller 
than the number 5 to 9 years old in 1955 (see table II, p. 76, op. cit.). Since our 
relationship between industrial production and population uses the unadjusted 
census figures, for the future population estimates the adjustments were made to 





RAILROAD RETIREMENT LEGISLATION 169 


the age groups affected on the census basis. This required a larger adjustment 
for 1955 than for 1950. 

The effect of the 3,750,000 additional births in the 1945-50 period will be notice- 
able in future population figures in other ways besides the survival of those people 

t allowed for in the estimates. By 1960, for example, the population figures 
vill begin to include children of these extra persons. Also, since these extra 

rths in 1945-50 are to a large extent a reflection of the increased marriage rates 

the war and immediate postwar years, there will be additional births after 1950 

yr second, third, and later children of those marriages. The adjustment for 

ese other increases in population, which indirectly follow from the 1945-50 
births not allowed for in the census estimates, ranged from 1,589,000 for 1955 to 
1,718,000 for 1975. 

It was felt that some allowance should be made for immigration. To obtain a 
conservative figure the allowance used was only for 250,000 net immigration per 
5 years; half the lowest allowance made by the census. This allowance was ar- 
rived at by taking half of the difference between the figures for no immigration 
and immigration of 500,000 per 5 years as shown in table 28, page 41. The allow- 
ance naturally has a cumulative effect and ranges from 250,000 for 1950 up to 
1,866,000 for 1975. 

The net population figures published by the Census Bureau on which the ad- 
justed figures are based and the figures as adjusted are given below. The figures 
are for July 1 of the respective years and are in thousands. 


Census 
Bureau pop- 
lation ¢ 


ulati¢ 


cast 


145, 460 149, 487 
149, 840 155, 777 
153, 375 159, 651 
156, 692 163, 321 
159, 847 166, 830 
162, 337 169, 671 


The adjusted figure of 149,487,000 for July 1, 1950, is probably too low. It 
may be compared with an estimate of 148,720,000 for July 1, 1949, recently pub- 
lished (Current Population Reports, Series P-25, No. 27, Bureau of the Census). 
This would appear to allow for an increase of only 767,000 in the next year com- 
pared with an increase of 2,644,000 which occurred from July 1948 to July 1949. 
Actually the difference between the 1950 estimate and the July 1949 Census 
figure is greater than 767,000. The 1949 Census figure is adjusted for under- 
registration of children under 5, but the 1950 estimate is not. This adjustment is 
in the neighborhood of 900,000 so that the 1950 estimate is probably about 1,650,- 
000 above a comparable 1949 figure; thus the allowance for increase in the next 
year is about 1,000,000 less than the increase from 1948 to 1949. 

An estimate by the Census Bureau of 1950 population, not adjusted for under 
count of children was contained in Current Population Report, Series P-25, No. 
18, February 1949. In it the 1950 figure, with no allowances for immigration 
after July 1, 1947, was 149,386,000. This figure is only 100,000 below the fourth 
valuation estimate of 149,487,000 which includes an allowance for immigration. 
From July 1, 1947, to July 1, 1949, according to the Census Bureau, the net civilian 
immigration was 675,000. Thus on this basis, the 1950 figure used for the fourth 
valuation appears to be 700,000 to 800,000 too small. This is an additional ele- 
ment of conservatism in the estimates. 


INDUSTRIAL PRODUCTION 


The relationships of industrial production to population used in the third 
valuation were reviewed and similar relationships were used for estimates of 
industrial production for the fourth valuation. The estimates for the fourth 
valuation are higher than those in the third valuation mainly because population 
has increased much more than was previously expected. 

The estimates of production are derived from population estimates by using 
two different relationships between industrial production and population (table 
1). For the low figures we used the direct relationship between industrial pro- 
duction and population for the years 1920-29 and for the high average change 
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in production per thousand population for the years 1920-40. For both high a 
low figures, a high level trend, using 1948 as the starting point, was obtained fi 
and then modified for cyclical fluctuations. 

The method used assumes that there was a break in trend during the war a 
that in the postwar period the trend will be of a similar nature to that before t 
war but at a different level. This is a more conservative approach than one wh 
would attempt to tie prewar and postwar figures into a single trend. A trend 
the ratio of production to population which took into account the increase fro 
1920 to 1948 would, for example, give a 1965 index of 802 (1900=100) instead 
the reasonable high index of 727. 

The year 1948 was used as a starting point in obtaining figures for future year 
for both the high and the low estimates. In other words, the increase in popula- 
tion above 1948 was multiplied by the factor for production per 1,000 populatio 
as determined from 1920-29 figures and the result added to the 1948 index for t! 
low estimates. For the high estimates, figures of production per 1,000 populatio 
were obtained by adding annual increments to the 1948 production per 1,000 
population equal to one-twentieth the difference between the 1920 and 1940 rati: 
of production per 1,000 population. The resulting figures were then multiplic 
by the population in thousands for future years. 

The use of a direct relationship between industrial production and populati: 
such as the 1920-29 relationship is conservative because any change in the volun 
of production in the future is dependent entirely on the change in population 
The increase in production for each thousand increase in population above 1948 
is held constant at 0.0051079. The results become conservative because thi 
population inerease expected in the future is much smaller per year than thi 
population increase in the 1920’s. The result of the method used for the low 
estimate is that the total volume of production per thousand of the total popula 
tion for 1965 is only 3 percent higher than the 1948 production per thousa 
population. 

Actually, data from 1900 to 1948 show a fairly regular increase in the production 
per thousand population, except for years of depression, and show a tendency to 
return to the predepression trend after a depression is over. Thus the assumption 
of a steadily rising amount of production per thousand population, as used for 
the high figures, seems more realistic than the alternate assumption used for thi 
low estimate. 

It might be argued that 1948 is too high a level for starting the postwar trend 
but there are good reasons for believing that it is not. It is true that the ratio 
of population to production in the 1920’s continued the pre-World War I trend 
while the 1947 and 1948 ratios are substantially above the pre-World War I! 
trend. It is also true, however, that after the 1920 depression production per 
thousand population was higher than in 1920, not lower. In addition most of 
the years from 1929 to World War II were depression years so that there was, 
in effect, a 10-year break in trend. This was followed by the realization of pro 
ductive capacity during the war beyond any previous expectation and the 
development of new techniques and materials. Most of the factors mentioned 
later as operating to prevent declines in prices will also operate to prevent declines 
in production. 

The conclusion is that there has been a definite break in trend and that the 
postwar trend will probably go up from the neighborhood of the 1947 and 1948 
values. An annual increase in the ratio of production to population equal to one- 
twentieth of the 1929-40 increase is about the most conservative assumption of 
this nature that may be derived from past experience. 


ADJUSTMENT FOR CYCLICAL CHANGES 


The industrial production indexes obtained from population figures are hig] 
level indexes. Adjustments for cyclical changes were made by reducing the index 
in the years assumed as recession or depression years. For 1949 and 1950 in th: 
low estimates a 2-year depression was assumed. ‘This resulted in 1949 and 1950 
indexes 13 percent below 1948. For the reasonable high it was assumed that thi 
1949 index would be 13 percent below 1948 and the 1950 index would be 5 percent 
below 1948. It appears at the present time that the index will not go much below 
the July figure of 162. If so a figure of 166.2 for 1949 is too conservative. It is 
generally felt also that business will improve in the fall of the year. 

For later years the same depression assumptions were made for both the high 
and low estimates. A 5-pereent production decrease was assumed for 1953, and 
again for 1956 as minor recessions. A 4-year major depression was assumed t 
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begin in 1958. Production for 1958 through 1961 was assumed as 87.0, 71.0, 73.7, 
and 95.4 percent of 1957 production, respectively. This is a severe depression, 
ut not of the catastrophic 1930-type. It is based on the assumption of a de- 
pression midway between the 1920 and 1930 depressions in depth and duration 
with adjustments to production obtained by averaging the percent decreases 
which occurred in those depressions. A short sharp drop of 15 percent in pro- 
juction was assumed for 1964 in the original computations and appears in the 
attached tables though this year was omitted in the final estimates. 


RAILROAD TRAFFIC AND TRAFFIC UNITS 


For the fourth valuation the methods of deriving estimates of railroad traffie 
from industrial production forecasts were reviewed and adjusted for information 
obtained in the intervening years. During the war years both freight and passen- 
ver traffic were at much higher levels than any estimate that could be obtained 
from our prewar relationships. Since the war there has been a tendency for the 
traffic figures to come back to something resembling the prewar relationship. It 
appears, however, that the relationship will stabilize at a higher level. The esti- 
mates are given in tables 2 and 3. 

For the high estimates of freight traffic the formula used in the third valuation 
was adjusted by changing the constant term so that it would produce a figure of 
ton miles 3 percent below the actual 1948 figure (table 4). The absolute change 
in traffic resulting from a change in industrial production was kept the same as in 
the previous estimates. The adjustment made was equal to about four-fifths of 
the difference between the actual figure of ton miles and the figure obtained from 
the formula before adjustment. This allows for a further return toward the level 
of the prewar relationship. 

For the low estimates the formula was modified by changing the increase in 
freight traffic which would result from an increase in production to two-thirds 
of the increase which would result from the formula used for the high estimates. 
In effect, this allows for a substantial diversion of traffic from the railroads to 
other means of transportation. As with the formula for the high estimates the 
constant term was adjusted to produce a figure 3 percent below the 1948 value. 
In any year where the index of production is such that the formula for the high 
estimates gives a lower value than the formula for the low estimates, the formula 
for the high estimates was used. 

The passenger traffic formula was also modified to allow for postwar experience. 
The adjustment to the formula was smaller, relatively, than that made in the 
formula for estimating ton-miles, because by 1948 passenger traffic had returned 
nearer to its prewar relationship. Changing the constant term gave results for 
1948 1.3 percent below the actual figure for the year. The same formula was 
used for both high and low estimates of passenger traffic. 

As in the third valuation we obtained figures of traffic units by weighting the 
passenger traffic by an expression of the relationship between expenses per 
passenger-mile and expenses per ton-mile. Theoretically, the best weighting 
should be in terms of man-hours of work per passenger-mile as related to man- 
hours of work per ton-mile. There is, however, no basis for obtaining such figures. 
The figures of unit costs are the closest approach that can be obtained to figures 
of relative amount of work. The average ratio of expenses per passenger-mile 
to expenses per freight mile for the years 1920-39 is 4.74. To obtain traffic 
units the passenger miles were multiplied by 4.74 and added to the ton-miles 


PRODUCTIVITY 


The general method of allowing for industrial productivity was the same as 
for the earlier estimates. Two different factors were computed separately— 
first, the time element which allows for mechanization, improvement in organiza- 
tion of work, etc., and second, the volume of railroad traffic (table 5). The 
additional experience of the last few years indicates that the formula computed 
from prewar data gives productivity figures higher than have been realized. 
This happened apparently because the time trend factor did not operate during 
the war years. The time trend element was adjusted so that productivity 
figures would be obtained for 1947 and 1948 approximately equal to those com- 
puted from traffic and man-hours data. The same increment per year for future 
years and the same effect of changes in traffic were used as in the third valuation. 

It is expected that an increase in productivity will result from attempts by 
the railroads to minimize the cost of the 40-hour week for nonoperating em- 


83981—51——-12 
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ployees. This is allowed for as part of the adjustment for the effect of 


10-hour week on hours paid for. 


EFFECT OF THE 40-HOUR WEEK ON HOURS WORKED AND PAY RATES 


productivity relationship is that which obtained during the yea 
beginning of the 40-hour week, estimates of man-hours comput 
ive man-hours on a 48-hour-week basis. It was necessary, therefor 
he man-hours as well as the pay rates for the effect of the 40-hour we 
rt on the dispute between the railroads and the nonoperating unio! 
regard to the 40-hour week, the Emergency Board, appointed by the Pre 
ent, stated that in its opinion the 40-hour week would increase employme: 
nonoperating employees by something under 14 percent. Its estimate wa 
d on an earlier estimate made by the Interstate Commerce Commission 
‘fect of a 36-hour week in the railroad industry. 
nonoperating employees were now working 48 hours a week, to bri 
o effect a 40-hour week with the same number of man-hours worked would 
require a 20-percent increase in employment. For the high estimates it wa 
assumed that the nonoperating employment increase would be two-thirds of th 
or 13.3 percent. The effects of this change were calculated using 1947 data 
table 6 
Nonoperating employees who worked a half day on Saturday prior to Sep 
tember 1 were paid for the full day with 4 hours reported as time paid for but 
not worked. Thus all nonoperating employees until September 1949 were paid 
on the basis of a 48-hour week and the reduction in hours paid for per employee, 
as a result of the 40-hour week, would be eight forty-eighths or 16%, percent 
At the same time, to maintain the same weekly earnings, nonoperating pay rates 
would have to be increased by eight-fortieths or 20 percent. With these tw: 
percentages and the assumed 13.3 percent increase in employment of nonoperat 
ing employees, it was found that the 40-hour week would decrease the total 
hours paid for by 4.1 percent, while the pay rate would increase by 13.9 percent 
For the low estimates it was assumed that the increase in nonoperating em 
ployment would be Only 10 percent instead of 13.3 percent. This would result 
in a decrease of 6.1 percent in hours paid for but the pay rate would still be 
increased by 13.9 percent. 


It is likely that at least part of the operating employees, such as those in yard 
or local freight service, will also demand a 40-hour week. No specific allowanc 
was made for this in the low estimates. In the high estimates an increase of 
2 cents per hour in wage rates was made to allow for changes in working rules 
of operating employees. 


FUTURE WAGE RATES 


The question of future pay rates is one that is particularly important for this 
payroll projection. We have passed what was probably the peak of an infla- 
tionary spiral, and there will probably be some decline in prices. To what 
extent will the downturn in prices be accompanied by similar changes in wage 
rates? Because of the importance of this question a careful study has been 
made of past history in the United States along these lines. 

Past experience in the United States, as shown in the attached chart, clearly 
indicates that the wage level is generally unaffected by reductions in price level, 
except in cases of extremely severe depressions. The records since 1840 indicate 
that in general there has been a steady rise in wage rates. The exceptions to 
this are the depressions of 1873-79, 1893-94, 1920-22, and 1929-33. In other 
words, there were 16 years in which declines occurred and about 80 years in which 
wage rates remained stationary or increased. In the large majority of years 
wage rates increased. 

A little closer examination of the course of wage rates shows that they rose 
gradually from 1845 to 1860 and then sharply during the Civil War. When the 
Civil War ended, wholesale prices declined while wage rates continued to rise 
until 1873 (for 8 or more years) when they were approximately twice as high as 
in 1845, reaching a peak of 209 percent. The depression of 1873-79 brought 
wages down to approximately 94 percent above the 1845 level, while wholesale 
prices were slightly below 1845. Thereafter while wholesale prices continued 
their general decline to 1897, wage rates rose steadily. These diverse movements 
are important—while wholesale prices gradually reduced over a quarter of a 
century of peace to their lowest level in the past 100 years, hourly earnings showed 
a continued rise to what was perhaps the highest level up to that time. 
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The period from 1897 to 1915 showed steady rises for wholesale prices and 
irly wage rates. But there was a higher increase in wage rates than wholesale 
rices. While wholesale prices increased about 37 percent, hourly earnings 
creased nearly 60 percent. The difference in hourly earnings was accentuated 
juring the First World War and by 1920 wholesale prices had gone up to 300 
recent of their 1892—95 level, while hourly wage rates went up to 340 percent 
their 1892-95 level. The depression of 1920-22 brought prices down from a 
300 pereent level to a 190 percent level, about which they fluctuated during 
1920’s. Hourly earnings declined to 305 percent and then rose gradually 
ig the 1920’s and reached 345. Therefore, in 1929, wholesale prices were 
about 90 percent above the 1892-95 level but wage rates in manufacturing were 
245 percent above. 

Che depression of the 1930’s brought sharp declines in wholesale prices and in 

irly earnings but again the decline in wage rates was not as severe as the decline 

wholesale prices. Beginning with 1933 there has been a persistent and sharp 
rise in hourly earnings up to the present. In wholesale prices there has also been a 

e but up to the beginning of the war the rise in wholesale prices from the bottom 

of the depression was only about 20 percent, while average hourly earnings rose 
early 45 percent. During the war also the rise in hourly wage rates was sharper 
than the rise of wholesale prices. 

Wholesale prices have been referred to in the foregoing paragraphs because 
nformation about them is available for a much longer period than for consumers 

Information is shown on the chart for consumers prices beginning with 
1913. This series shows a less steep rise than that for wholesale prices until 1920. 
After 1920 it shows less decline than wholesale prices but the fluctuations of the 
two sets of data follow the same general pattern. 

Information on average hourly earnings in the railroad industry has been 
published since 1892. These figures follow the same general pattern as hourly 
earnings in other industries. The two sets of figures on hourly earnings rise in 
the 20’s and rise sharply in 1934 and diverge significantly from the two sets of 
prices. 

One cannot escape certain important conclusions: First, that the movement of 
hourly earnings is largely independent of the movement of price level; second, that 
there is a regular and persistent rise in hourly earnings, excepting only years of 
major depression; third, that the decline in hourly earnings is not as sharp as for 
wholesale prices; and fourth, that generally wage rates return approximately to 
their predepression level soon after a depression is over (except in immediate post- 
war years). In the last respect the effect of depressions on wage rates differs 
sharply from its effect on wholesale prices. 

One cannot avoid the conclusion that wage rates are going to be even higher 
than they are at present. There may or may not be some decline if the props 
drop out from under the inflationary spiral. (Railroad wage rates in 1922 were 
10 percent below 1920.) Because of change in institutional factors such a decline 
if any, is likely to be of lesser magnitude than on previous parallel occasions. 

Among the factors which should operate to prevent large declines in prices 
and wages are the following: 

Stronger organization of labor 

Greater concentration in ownership of industry 
Importance of Government as a purchaser 
Social insurance 

Veterans programs 

Unmet demand for automobiles and houses 
Insurance of bank deposits 

Absence of inventory speculation 

Support of farm prices and income 

A backlog of Government construction projects 
Armament programs 

Fourth round wage increases 

Full employment policy 

Personal savings built up during the war 
Refunds on veterans’ insurance policies in 1950 

The projections of future railroad wage rates for the fourth valuation are given 
in table 7. For the reasonable low estimates an allowance was made for a 7% 
percent decline in wage rates in 1950, but no such allowance was made for the 
reasonable high estimates. As explained above in the section on adjustments 
for the 40-hour week, a 2-cent allowance was made in the 1950 wage rate for 
possible operating employee rules changes. Allowances were then made for 
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re increases in wage rates in harmony with past experience. These a 
| percent a vear for the low estimates and 1.5 percent a year for the 
estimates—were made each year except in years of major depressions a1 
or two years following. For the de ‘pression which is assumed to begin in 
the 1957 wage rate was retained for 1958 and 1959. In 1960 a 10 percent dec 
in wage rates was assumed for the low estimates and a 7.5 percent decreas 
the high estimates. Wage rates were returned to the predepression level i: 
second year of prosperity 1963. After the wage rates were established 
18-hour week basis, they were increased 13.9 percent to allow for the effe: 
the 40-hour week. 


RATIO OF TOTAL PAYROLL TO TAXABLE PAYROLL AND OF TAXABLE PAYROLI 
CLASS I PAYROLL 


At the present time a little over 10 percent of the railroad payroll is not tax: 
As wage rates increase the proportion of additional income not taxable will 
increase. Theoretically, the point could be reached where all of the add 
income from a pay rate would not be taxable because it would all be in exces 
$300 per month. Such a limit may be approached but never reached, beca 
there will always be some part-time employees and some who only work pa 
of the month. 

To obtain ratios of total payroll to taxable payroll for future years, a grap 
relationship between this ratio and hourly pay rates, based on our past experi 
covering wage rates for a 48-hour week ranging from 72 cents to $1.40 per hi 
was obtained. This relationship was extended to $1.60 per hour. For wa 
rates above $1.60 it was assumed that, if the hours paid for were held consta 
and wage rates on a 48-hour week basis increased to $1.90 per hour, the taxa 
payroll would increase by 5 percent. From this a ratio of total payroll to taxa 
for $1.90 per hour was established as 1.34. <A straight line was drawn from t 
point down to the value of 1.183 at $1.60 per hour. 

The ratio of the taxable payroll to the class I railroad payroll was derived fro 
the ratio of the total payroll to the class I payroll and the ratio of the total pay 
to the taxable payroll (table 8). In 1948 the total payroll was 1.16 times 
class I railroad payroll. (In the past it has varied from 1.15 to 1.18). It 
assumed that the ratio of 1.16 will remain constant in future years. The fact 
needed to convert class I railroad payroll to the total taxable payroll is tl! 
computed by dividing 1.16 by the ratio of the total to taxable payroll. 


ESTIMATES FOR YEARS AFTER 1962 


To obtain payroll figures into perpetuity a method was devised which, in e ff 
adjusts the long term trend of payroll figures for the effects of the business ¢ 
The trend was derived from the figures for 1948-63 shown in the me papendk: 
on payroll projections and the following estimates (in millions) for 1965 and 1975 


Reasonable Reasonab! 
low estimate | high est 


$4, 464 
4, 261 


These figures indicate a substantially smaller proportional decline than in 
preceding decade Following them as a general guide, points were establis 
at ll-year intervals beginning with 1952 assuming smaller percent declines f: 
each succeeding period and assuming that the trend would level out into a hor 
zontal line after 1985. The decreases from period to period are as follows: 


Percent decrease in tax 
payroll trend 
Interval — ieee 


Reasonable Reasonab 
low estimate | high estiz 


1952 to 1963 
1963 to 1974 
1974 to 1985 
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the 11 years from 1952 through 1962 the estimates allow for two minor de- 
sions which have a small effect on the payrolis for 2 years and a major 
ession which has a substantial effect on the payroll in 5 years. To allow for 
effect of the business cycle on future payrolls it was assumed that the cyclical 
ges in these 11 years would repeat in succeeding 1l-year periods but at the 
levels indicated by the trend assumptions. 
1e projection for years after 1962 is accomplished by the percentages shown 
able 3 of the memorandum on the payroll projection. These are percentages 
each vear of succeeding 11-year periods which can be applied to the correspond- 
year in the 1ll-year reference period (1952-62). They are derived from the 
1 figures as a percent of the 1952 estimate which are given in the attached 
9. These trend values were obtained graphically from smooth curves 
ecting points at 11-year intervals which were located according to the assump- 
s described above. The percents in table 3 of the memorandum were de- 
ved from the trend percents by dividing the percent for each year of the later 
vear periods by the percent for the corresponding year in the 1952-62 period 
d then smoothing the results to obtain regular progressions. 
\s with any long-term projection, the assumptions for the procedure described 
ove are to a large extent arbitrary. The results may be no better than a single 
ire for all years after 1962, but they have the advantage of a logical basis for 
esentation as opposed to what appears to be a single arbitrary selection. The 
rojection allows for the fact that our estimating method gives slowly declining 
ayrolls for the next 20 years. At the same time it is recognized that to carry 
: decline too far would give illogical results, unless it is assumed that the rail- 
ads are to cease to exist or to be almost entirely displaced by other forms of 
transportation. The year 1985 was selected as a point at which to level off the 
rend partly because it seemed to be indicated roughly by the estimates produced 
t mainly because it was felt that any decline below that point would be un- 
ilistie. In an expanding economy, such as will probably exist in this country 
r many more years, a level trend is conservative and too long a decline unduly 
essimistic. 
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TABLE 1.—Estimates of population and index of industrial p 


Index of 
industrial 
production 
idjusted for 

cyclical 

Cyclical fluc fluctuations 
tuations 1935-39100 


Index of Index of 
industrial industrial 
production, production, 
| Estimated 1900=100 1935-39100 
| population 
|(thousands) 


Reason-| Reason-| Reason-| Reason- teason- Reason- 
able able able able able ible 
low high 2 low high low high 


1948 _ - , 5, 574.3 574. 3 192 192 192. 0 
1949. 4 8, 02% 581.7 584. 6 193 195 87 percent of 1948 166. $ 
1950 49, 2 595 195 199 do $182 
1951 50, 74! j 604 197 202 Trend 202. 4 
1952 oul 52, 00: ) 614. 6 199 205. ! do 205. ! 
1953 53, 26 , 624 202 208 95 percent of 1952 195, 
1954 | 54,° 414. § 634 204 212 Trend 212. 
1955 644 206. 215 do 215. 4 
1956 652. § 207. § 218 95 percent of 1955 204 
1957 660. 7 208 220 Trend 220. 

158 668. ¢ 210. : 223.6 | 87 percent of 195 192 
1959 677 211 226, 71 percent of 195 156. 
1960 685 212. 229, 73.7 percel ) 162 
1961. 693. 6 214 231.9 | 95.4 percent of 195 210. 
1962 701 215 234 Trend 7 3 234 
1963 710 216. ! 237 do 237 
1964 718 217.8 240 85 percent of 1963 201 
1965 ‘ 726, 219.0 243 Trend 243 
1970 166, 830 768 225. 0 256. ¢ do 


1975 . 169, 671 2.3 807 229.8 270 do 


DOM mPAOOCR NNN ww 
ASNIMONwNWODH 


1 Estimating equation is: Index = 574.3+-.005108 (populations —population 1948 It assumes that the change 
per thousand population computed by least squares for 1920-29 will hold for the years after 1948, starting from 
the 1948 figure. 

2 Estimating equation is: Index=population ,.X[.0039182+-.000031245 (year—1948)]. The assumption is 
that production per thousand population will increase each year by a constant equal to 440 the 1920 to 1940 
increase, starting from the 1948 figure 

395 percent of 1948. 


TABLE 2.—Estimate of ton-miles and passenger miles for class I line-haul railroads, 
reasonable low estimate 


Estimated Estimated 
Index of ton-miles weighted 
industrial millions index 
production | (1,478.33 (a) mere] 
+- 336,465) { 


1948 
1949 
1950 
1951 


) 


211 
216. 
192 
210. 2 
224 
29 


Reasonable high formula of 2,217.49 (g)-+-192,698 used in depression years where index is below 192 
29601 (0.6667) year 1935 


kK 
°o 
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Estimate of ton-miles and passenger-miles for class I line-haul railro 
reasonable high estimate 


} Passenger traffic 
| Estimated | Estimated |— ——- ---—-—— 
Index of ton-miles weighted 
industrial (millions), index 
production (2,217.49X Sej-+-e—] 922 av | Time 


(a)+192,698 4 See factor ! 


Passer 
miles 

(milli 

(d)+ 


_ 


cn Of 


aK ee 


(eulanhanhalanlanladledt hh a 


Om maroon 


9601 (0.6667) year 1935. 


TaBLe 4.—Comparison of actual and estimated railroad traffic using third valuation 
formulas 


er millions) Passenger-miles (millions 
dex 0 


indus- 
trial pro- 


Esti- 
duction Actual . 


mated 


Esti- 


mated Difference Actual 


41 475, 054 458, 622 -16, 432 29, 360 32, 973 
942 638, 069 540, 670 ~97, 399 53, 676 40, 143 
943 727, 003 629, 369 —97, 634 87,819 48, 858 
944 . 2 736, 826 620, 499 —116, 327 95, 575 50, 
1945 ‘ 680, 671 549, 539 —131, 132 : 43 
1946 591, 954 é 2 —115, 592 é 
1947 654, 691 514, 060 —140, 631 
1948 5 525, 147 —113, 379 
Adjustment to constant term | 

for 1949 valuation - -- ‘ anit +93, 309 . ----| +2,400 


Note.—The adjustments were made on the basis of preliminary data and taken as 80 percent of the 1948 
difference. Final figures change the percentage slightly. Since the estimates based on the formula wer« 
too low, the adjustments were added to the constant term in the estimating equation. The adjusted 
formulas give estimates of 618,456 million ton-miles and 40,636 million passenger-miles for 1948. 
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TaBLE 5.—Estimated productivity per man-hour for class I line-haul railroads 


Reasonable low estimate 





Traffic units per man-hour 

Traffic 
units | 
(billions) | 


Traffic 
units 
(billions) 


From 
traffic level 
0.12625 (a 


From time 
trend 
increment 


From 
traffic level 
|0.12625X (a) 


(b) 


Total, 
(b)+(c)+ 
105.5 

(d) f 


(ce) 





2. 387 
396 
965 
569 

2.675 
. O87 
633 
742 
016 
. 987 
. 876 
.478 
. 134 
384 
178 


>a 


COOrewee 


wt one 


ee) 
os 


~ 


"536 
110 


TaBLE 6.—Estimated effect of 40-hour week, computed from 


for 1947 


Computation for low ¢ 


tion 


Item 


Midmonth employment, | 
total _. | 
Nonoperating 
Other 
Hours paid 
sands), total 
Nonoperating 
Other. 
roll 


for (thou- 


Pay 
total 
Nonoperating - - 
Other- 
Hours peremployee, total 
Nonoperating 


(thousands), 





Pay rate, total. __ 
Nonoperating 


NOTE. 


Actual 


1947 


1, 351, 961 
1, 029, 634 
322, 


207 


3, 613, 364 
2, 653, 157 


960, 


$4, 350, 23 
$2, 999, 


| $1, 350, 
9 


to include employee groups II-V. 


| 
{ 
| 


207 | 


Allow- 


ance for 
40-hour 


week 


Percent 


+10 


Y 


, 893 
, 431, 686 
960, 207 


$4, 650, 
$3, 299, 798 
$1, 350, 412 


> 29 
2, do 


2, 147 
$1. 371 
1,357 


210 


1947 figures derived from ICC report M-300 for the year 1947. 


Change 
due to 
40-hour 
week 


Percent 


1-7. 6 
‘ 


as 


+13 


Change 
due to 
40-hour 


week 


Percent 


+10, 1 


Nonoperating employees assumed 
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Tabie 7: 


Month 


November 1948 
December 1948 
January 1949 

February 1949 
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Class I railroad average pay rates per hour, projected and adjusted for 


40-hour wee k 


Adjusted 

for non- 

operating 
raise 


Actual 


$1. 412 
1. 408 
1. 424 
1. 446 


Adjust 
for ne 


operat 


Month Actual 


March 1949 $1.3 
A pril 1949 1 
May 1949 1.409 


ESTIM 


48-hour week 40-hour week 48-hour week 40-hour week 


Low Low High Low High Low 


High 


574 | 
417 | 
.417 
417 
574 | 
590 | 
606 
712 652 


92 698 


492 


$1. 473 $1. 38: $1 

1. 626 1 

1. 650 1. 465 

1. 675 1. 465 | 

1.701 3 a 1.5 
1 
1 
l 
1 


$1. 408 
302 
302 
315 
328 


1. 408 

1 

l 

l 

1 
341 l 

l 

1 

1 

1 


428 
449 
471 
493 
515 
538 ] 
561 
584 
554 


473 . 584 
. 465 


483 


513 84 

726 . 608 
354 752 
368 
j82 


1.778 
1. 804 
1. 804 


i382 


TABLE 8.—Ratio of total taxable payroll to class I railroad payroll 


Low estimates High estimates 


Ratio t 
able to 
I railro 

payr 


Ratio tax- 
able to class 
I railroad 
payroll 


Ratio total 
to taxable 
payroll 


Pay rate 
on 48-hour 
basis 


Ratio total 
to taxable 
payroll 


Pay rate 
on 48-hour 


basis 


118 


302 092, 


1. O38 
1. 061 

093 1. 061 

096 O58 
328 . 099 056 
‘41 101 (54 
354 104 O51 

106 049 
382 110 
110 
110 
OR2 
082 
O82 
110 
114 
120 
129 
142 


382 
244 
244 
1. 244 
382 
396 
410) 
4A) 
190 


(027 
. 016 


Nott Ratio of taxable to class I payroll=1.16+ratio of total to taxable psyroll 

Senator Dovetas. I wonder if I might be looking them over as you 
proceed. 

Mr. Marscueck. Yes; I think perhaps you may be interested in 
that and have some questions on it. 

Mr. Leianry. Mr. Chairman, if I may suggest, when I testified a 
day or two ago I said that I had some tables which the chairman said 
should go into the record. I have those tables here now. They are 
based on railroad retirement records of what has transpired up to this 
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time with respect to income and actual payrolls, and here is the 
estimate of the Board with respect to what happens to your present 
fund under the present law. I thought that those figures might be 
helpful to you in following some of this because they are tabulated 
in such a way that it does ‘disclose much basic information. 

Senator Doveias. Thank you. 

I notice, Mr. Matscheck, that according to the figures just sub- 
mitted by Mr. Leighty, he estimates the actual taxable compensation 
for the vear 1949 at $4,598- 

Mr. Leicury. That is net an estimate. That is actual. That is 
what has already occurred. 

Senator Doueias. Then that $4,598 million is identical with the 
lower figure of $4.6 billion which you assume for the future. In 
other words, 1949 actual happens to be exactly the equivalent to 
the $4.6 billion which is one of your assumptions continuing through 
perpetuity. 

Mr. Matscueck. That is right. Actually I can go further than 
that and say the current year payroll will be between 5.1 and 5.2 
billion. 

Senator Dovuetas. Taxable payroll. 

Mr. Marscueck. Yes. 

Senator Doveias. On $300 a month basis. 

Mr. Marscueck. Yes, that is right. 

Mr. Musuer. That is right. 

Mr. Marscueck. That is why, Mr. Chairman, in our estimates for 
the cost of this bill we are using a higher payroll, because we know—— 

Senator DouGcias. You are using two bases. You are using 4.6 
and you are also using 5.2, are you not? 

Mr. Martscueck. Just for purposes of arriving at figures. 

Mr. Musuer. We are using that, Mr. Chairman, if I may inter- 
polate, to indicate the range within which we think the costs of this 
bill will lie. 

Senator Dovatas. I see. The lower the payroll, the higher the 
percentage of costs? 

Mr. Musuer. By the treatment taken here, that is correct. 

Mr. Marscnueck. When we made our payroll estimate for the 1947 
valuation, it was before the Defense Production program started, and 
as indicated in the memorandum which I just handed to you, we 
made certain economic assumptions which were those generally used 
by the Government agencies at that time. It assumed, for example, 
that we were nearing the peak of inflation and that there probably 
would be some decline in business activ ity within the next few years 
obviously that has not occurred and naturally we will adjust our 
payroll assumptions. The payroll assumptions made for the next 
valuation, which will be made next year, will take a considerable 
amount of work, and it was not possible to make such a study 1 
time for these estimates so we had to make adjustments on the basis 
of what has occurred since and on the basis of what we know and 
what the probable change in future conditions will be. So we arrive 
now at different figures, of course. 

Senator Doucias. What you have been primarily explaining has 
been the method by which the taxable base is computed. 


Mr. MarscHeck. Yes. 
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Senator Doveias. And then by applying percentages to that you 
will get the receipts of the fund. 

Mr. Marscuecx. That is right. 

Senator Dove.tas. You have not been thus far addressing yourself 
to probable costs. 

Mr. Marscueck. I am not doing that because Mr. Musher does 
that. Iam taking this up as the first step. 

Senator Dovaetas. Therefore, you feel that the estimates based 
on 4.6 billion payroll will probably tend to underestimate the taxable 
base? 

Mr. Marscueck. We don’t state that. 

Senator Dovueias. Whose tables are these? 

Mr. Martscueck. I say we don’t cite that in giving the cost of this 
bill. Those are tables which will be used for the purpose of showing 
how we arrive at the cost of 14.13. 

Senator Dovctas. You have to have a total payroll figure in order 
to get an estimate of percentage of benefits to costs. 

Mr. Matscneck. That is right. 

Senator Dovatas. So you have used this in getting not only the 
revenue, but the percentage which the benefits will form of costs. 

Mr. Marscueck. That is right, Mr. Musher will explain how that 
is done in connection with the cost item. 

Senator Doucias. You haven’t yet answered my question, which 
is this: If the $4.6 billion payroll is an underestimate of what th: 
probable future payroll will be, then the percentage of costs which 
you have here in table 1, which I assume is yours, is perhaps an over- 
estimate of costs. 

Mr. Marscueck. That is right. The payroll we used for the 14.1 
costs which is the figure submitted to you by the Board, prepared iy 
this office, is based on a $5.2 billion payroll on a $400 base, which is 
the base of the bill and which incidentally is a figure which was agreed 
to by Mr. Leighty’s organization. 

Senator Doveias. You want to have primary attention attached 
to table 2 rather than to table 1? 

Mr. Martscueck. Table 3, the final table, really. 

Mr. Musuer. Tables 1 and 2 were made as part of the development 
of costs, and they bring out certain comparative relationships between 
the present act, S. 1347, and the operating brotherhoods’ bill, that 
I think will add to a better understanding of the nature of these costs. 

Mr. Marscnueck. I just want to make one more remark before 
Mr. Musher starts, and that is that at the Saturday hearing Mr. 
O’Brien gave us a letter asking for adjustment of payrolls on the basis 
of increases in wage rates since the 4.6 estimate was made. ‘The 
answer to that is very brief. We have taken those all into considera- 
tion and they are all allowed for in the 5.2 payroll. 

Senator Dovetas. Has the increase in wage rates been allowed for? 

Mr. Martscueck. Yes, sir; up to date. 

You have the three tables that Mr. Musher will use. On two of 
those he uses a payroll based on $300, one a 4.6 payroll assumption 
and one on a 5.2, which is the figure he was asked to use by the Railway 
Labor Executives Association, and which was agreed to, and which 
we do not question on a $400 base. 

Senator Dovetas. May I make this comment? Take table 
the second and third columns, 5.2 billion on a $300 limit and 5.2 billion 
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on a $400 monthly limit. Those are obviously in contradiction to 
each other because if you have a 5.2 billion on a $300 monthly limit 
obviously the total payroll is larger than it would be with a $400 
monthly. So, you assume in column 2—do you not—a greater 
payroll than in column 3? 

Mr. Musuer. Yes, Mr. Chairman. May I call to your attention 
footnotes 2 and 3 which explain that in some measure? Footnote 2 
indicates the nature of assumptions going into the 5.2-billion-dollar 
payroll figure when it was suggested to us by the RLEA. It was not 
of our choosing. They just asked us to make calculations in connec- 
tion with that type of payroll and the assumptions going into it. 
The 5.2 payroll we are now using has an entirely different meaning. 
| trust, Mr. Chairman— 

Senator Dovetas. The 5.2 is what you are using in the third 
column? 

Mr. Musuer. That is correct. The 5.2-billion-dollar payroll there 
has no relationship to the 5.2 payroll in the middle, which was some- 
thing given to us, and the assumptions going along with it were given 
to us. We don’t take the position that we would agree with the 
assumptions in that type of payroll. 

Senator DovGtas. So, the payroll in this third column . 

Mr. Musner. The payroll there plus the assumptions going into it 
represent our best judgment of what can be expected in the future. 
I trust that we are not asked to go along with the assumptions under- 
lying the $5.2-billion payroll of the middle column. 

Mr. Martscueck. I will ask Mr. Musher to go ahead. 

Senator Dovetas. Will you identify yourself, Mr. Musher, and 
give your name and position? 

Mr. Musuer. My name is Joseph Musher. I am the chief actuary 
of the Railroad Retirement Board. I have been with the Railroad 
Retirement Board since 1936, and in one capacity or another I have 
been through all the valuations of the Railroad Retirement System. 

Senator Dovaias. Are you a member of the American Institute of 
Actuaries? 

Mr. Musuer. Yes, sir. The name has been changed. The Amer- 
ican Institute and the Actuarial Society of America have been merged 
and they are now the Society of Actuaries. 

Senator Dovetas. You are an officer or just a member? 

Mr. Musuer. I am an associate member of that society, to be 
exact. 

Senator DovuGcias. Have you done actuarial work before you 
joined the Railroad Retirement Board? 

Mr. Musuer. I did not. 

Senator DouGcias. Have you published articles in any actuarial 
journals? 

Mr. Musuer. I have, sir. 

Senator Dovuauias. Have you studied mathematics? 

Mr. Musue_er. I have a major in mathematics, a bachelor’s degree 
and a master’s degree. 

Senator Douatas. How far did you go in mathematics? 

Mr. Musuer. Higher algebra, modern algebra, theory of numbers, 
vector analysis, theory of probability, and so forth. 

Senator Douatas. Calculus? 

Mr. Musuer. Yes; intermediate and advanced calculus. 
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Mr. Chairman, I would like to have had a statement prepared th; 
I could have used today because it would make my thoughts somewhat 
less rambling than they must now be of necessity. I am serious}, 
sorry and regret that such must be the situation, and I trust that vou 
will bear with me to the extent that the development is not as logical 
as it would have been if time for such preparation had been possible 

[ should like to take off in connection with the payroll assump- 
tions 

Senator Dovuaias. Wait a minute. I would like to have you take 
off at the points where I am somewhat uncertain, rather than you 
points. 

Mr. Musuer. All right, Mr. Chairman, as you see fit. 

Senator Dovetas. Did you see this three-page memorandum that 
Mr. Schoene introduced, on the cost of the benefits proposed in 1947? 

Mr. Musner. Are you referring to the Board’s report, Mr. Chair- 
man? 

Senator DovGtas. Yes, exhibit B. 

Mr. Musner. Yes; that is the Board’s report, and I am familia: 
with it. 

Senator Douaias. Did you prepare these figures? 

Mr. Musuer. Yes; that was my responsibility. 

Senator DovaGtas. You believe, therefore, that they are accurat 

Mr. Musuer. May I qualify that? 

Senator Doua.tas. Yes. 

Mr. Musuer. To say that such figures can’t possibly be completely 
accurate. 

Senator Dovatias. Reasonably accurate? 

Mr. Musuer. To the best of my knowledge and judgment they are 
reasonably accurate. I would just like to make one modification 
though. As of the present date, you will notice that we are submitting 
a somewhat different breakdown of those costs. 

Senator Dovetas. That is what 1 want to address myself to. 

Mr. Musuer. | want to call that to your attention, sir. 

Senator Douaias. Because the cost figures in the third column did 
not seem to me to be identical with the figures here. 

Mr. Musuer. That is correct. They are not supposed to be, Mr 
Chairman. 

The comparison that you wish to make at the moment, I believe, is 
between the figures in the table that you have just referred to and table 
3 of the present group of three tables. 

Senator Dovetas. That is right. 

Mr. Musuer. As a matter of fact, the last column of table 3 

Senator Doua.ias. I am going to ask that the three tables be made a 
part of the record at this point. 

Mr. Musue_r. I was hoping : ie would suggest that, Mr. Chairman 

(The tables referred to follow: 
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Comparison of costs under present act, S. 1347 and S. 1358, on basis of 
fourth-valuation cost factors and vage assumptions 


Cype of benefit 


4. Retirement benefits 


1. Age annuities, pensions and options 
2. Disability annuities payable before < 


3. Disability annuities payable after age 65 
Wives’ benefits 
Survivor insurance benefits 


1. Aged widows and parents’ annuities 
2. Widowed mothers’ annuities 

3. Children’s annuities 

4. Lump sums 


Othes costs 


1. Residual payments 
2. Maximum and minimum provisions 


3. Administrative expenses 


Summary 
1. Total costs 
2. Reduction on account of funds on hand 
3. Net costs 


Disregarding any change in existing provisions of the 1937 Railroad Retirement Act other than in the 
nefit formulas themselves 

Includes, for comparative purposes only, theoretical benefits that would have been paid under this 
| it individuals with less than 10 years of service had been retained. 


TABLE 2.—Comparison of costs under present act, S. 1347 and S. 1353, on basis 


of fourth-valuation cost factors and wage assumptions 


Cost as percent of payroll, assuming 
a $5.2 billion payroll'and benefit 
formulas ? of 
Type of benefit 


1937 RRA 


Retirement benefits 


1. Age annuities, pensions and options 
2. Disability annuities payable before age 65 
3. Disability annuities payable after age 65 


Wives’ benefits 
Survivor insurance benefits 


1. Aged widows and parents’ annuities 
2. Widowed mothers’ annuities 

3. Children’s annuities 

4. Lump sums 


Other costs 


1. Residual payments 
2. Maximum and minimum provisions 
3. Administrative expenses 


Summary 
1. Total costs 40 16. 52 
) 


2. Reduction on account of funds on hand 22 I 1. 22 


3. Net costs 2.18 16 15 


Derived on basis of salary scales of fourth valuation but arbitrarily attributes the whole excess over the 
lier $4.6 billion annual payroll to more new entrants 

Disregarding any change in existing provisions of the 1937 
nefit formulas themselves. 

Includes, for comparative purposes only, theoretical benefits that would have been paid under this bill 
ndividuals with less than 10 years of service had been retained 


tailroad Retirement Act other than in the 
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TABLE 3.—Level cost calculations for actual provisions of S. 1347, taking into acco 
social-security reimbursement feature 


Cost as percent of payroll based on 
$5.2 billion 
payroll 2 
$300 
monthly 
limit) 


ind administrative expenses 


ty anr yable before 65 


S pay 
lity 


nnuities, pensions and options 
lithe 
uities payable after 65 


wnnuiti 
thers’ annuitie 
nuitic 
mp sur 


curity formulas based on 


for cases adjud ed by the 


Employee retirement benefits 
Wive benefit 
Survivor benefit 


ecurity benefits based on wages alone for cases also 
udicated by the RRB 


ement benefits 


y taxes on railroad payrolls during 
il social-security benefits which 


yable if railroad earnings were cred- 


t t 


taxes on railroad payrolls after 1950 
ind 


<RB benefits and administrative expenses (A 
teimbursements from OASI (B—C 

Amounts due OAST (D+F 

Funds in railroad account (F 

Net costs [(1)+(3) —(2)—(4)] 


According te 


See foot > 


3 Based on employment assumptions of fourth valuation and taking into account wage-rate increas¢ 
date 


Mr. Musner. We frankly admit to a slight error over and aboy 
the errors that are obviously present in any type of estimate of this sort 

By inadvertence we overlooked—and, frankly, I must say it was a 
matter of overlooking, and the only excuse we have to give at the 
moment is one of being rushed to the point where we didn’t have the 
usual time to stop and think 

Senator Dovuauas. Senators sometimes make errors also; very 
rarely, but it is possible. 

Mr. Musner. The actuaries are not permitted one error to begin 
with, Senator; so, I am trying to get around what appears to be a1 
error. What we overlooked the first time around was that while for 
section A—I am now referring to table 3—we could very well say that, 
according to our notions and employment assumptions of a 5.2 payroll 
it was logical to consider that the costs would lie between the range 
established in cloumns 1 and 2, the analogy fails for sections B and C 
for the reason that under the Social Security Act no wages beyond 
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$3,600 a year are creditable. So, what we have in effect is a creditable 
payroll under the Railroad Retirement System beyond the $300 
monthly limit that is creditable for the purpose of the Railroad 
Retirement System of benefits but will not come through for social- 
security benefits. 

Senator Dovetas. Just a minute. You say that the figures under 
A are substantially similar? 

Mr. Musuer. They are exactly the same, Mr. Chairman, to my 
knowledge. What you have there is just a combination of some of the 
igures that are broken up into greater detail here. 

Senator Dovuctias. Will you identify them? That A figure, of 
ourse, is identified. One is the same as the first entry on page 3 of the 
memorandum. Disability benefits 

Mr. Musner. Two and three are combined in table 3 to give you 
the figure that you have in the Board’s table. 

Senator DouGtas. Spouses’ benefits, 1.1; aged widows’ annuities, 
2.74; widowed mothers’, 0.21; children, 0.43; lump sum, 0.42. You 
list residual payments, 0.40; allowance for maximum and minimum 
provisions, 0.2, and administrative expenses, 0.13. I see that is 
carried as item F down at the bottom. 

Mr. Musuer. I| think vou will find the result is exactly the same. 

Senator Dovetas. You have 15.59 instead of the 14.56, the differ- 

we being due to 0.13 administrative costs. Yes; that is all right. 
Those are identified. 

Now may I ask, the costs will differ of course from vear to year 
inder the same benefit formula and under the same payroll, depending 
ipon Whether it is in the present or in the future. What did you 
assume? 

Mr. Musuer. The assumption being made here—and that is the 
crux of the question, Mr. Chairman—is that the employment assump- 
tions of the fourth valuation, first, will remain unchanged 

Senator Doueuas. The fourth valuation is this third column? 

Mir. Musuer. That is correct. We are taking into account in 
column 3 recognition of the wage-rate increases that have come in to 
late which were not anticipated in the assumptions of the fourth valu- 
ation, and in addition we have opened up the ceiling on wage credits 
from $300 to $400 a month. 

Senator Dovueias. But my point is this. As more people reach 
the age of 65 and retire, and as more people are disabled, the pool fills 
ntil you reach the point where the rate of exit speeds up because of 
death and more closely approaches the rate of entrance. There is 
this intervening period of retirement which is filled up with successive 
vears. Although the system has been in operation for some years, | 
magine that the pool is still filling. 

Mr. MusHer. Yes. That is correct. 

Senator Dovatas. That the entries exceed the exits. My inquiry 
s when you got this figure of costs what time period did you take and 
vhat were your assumptions on the size of the pool drawing benefits? 

Mr. Musuer. I wonder, Mr. Chairman, whether this statement 
lam not trying to dodge the question, but | should like to point out 
that this column 3 was not a direct calculation to begin with. We 
readily admit that the first and second calculations are not realistic 
from the point of view of the present situation. We hope 

Senator Dovetas. That is tables 1 and 2? 

83931—51——18 
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Mr. Musuer. I am talking about columns 1 and 2 of table 3 
Senator Dove.Las A |l right 
Mr. Musuer. We hope to show—and I believe I can answer 


questions as I go along-—why we believe that the figures in th 


column should lie between the first two sets of figures of column 
and 2 

Senator Doucuas. That is not quite enough for me. What I w: 
to know is, you have vour benefit rates, which we assume are const 
throughout this period. We have a payroll which we assume ts 
stant throughout the period. 

Mr. Musner. $5.2 billion Mr. Chairman? 

Senator DouG.ias. Yes 

Mr. Musner. No; we have not assumed that as constant.) 
ee, if cannot be a constant as far as we treat it, because we are vO 
along on the assumptions of the fourth valuation, which if evervthi 
else had remained the same, would have brought us down to a pay 
of about $4.3 billion when we leveled off to a hard core of employm: 
We recognize the decreasing trends in employment and in payro 
Therefore, the $5.2 billion pavroll with a $400 ceiling, means that 
are starting off with something considerably above that 

Senator Douauias. Yes, but did you apply your rates to a $5 
billion payroll, or let’s reverse it and say, did you apply the 1 
rates to a constant $5.2 billion or to payrolls which varied from y¢ 
to vear? Or perhaps vou didn’t apply taxes at all 

Mir. Musuer. What we try to get is the present value of the |i 
bilities and in conjunction the present worth of 1 percent of a $5 
billion payroll. That 1 percent gives you an idea of what benefit 
you could get in terms of present value if vou set aside 1 percent 
the payroll. We had independently of that the liabilities under t! 
svstem. By dividing the first into the second we got these rates 

Senator Douaias. Perhaps | should postpone this question 
but let me ask just this question. Did you take account of the fa 
that the numbers of annuitants would tend to increase for a peri 
of time, even though employment and payrolls remained stead 
because of the fact that more would be entering the annuity perio 
than would be exiting due to death? Did vou take that into account 

Mr. Musner. We took that into account, sir, by the very nati 
of the calculation. 

Senator Doueias. Thank you. Go ahead. You had better mak 
notes as you go along. 

Mr. Musuer. If I may be permitted, I would still like to get bac 
to those payroll assumptions for a moment. 

[t has been said that we have been somewhat too conservative 
our approach. As a matter of fact, we hope we were. But one 
the differences between the third valuation and the fourth was tha 
in the decision on the future payroll for cost purposes, my bargainin 
position was somewhat more favorable for the third than for tl 
fourth valuation. For the third valuation the economists, under M: 
Matscheck, gave us two payrolls, on a reasonably low and reasonab! 
high estimate. If my memory recalls, those payrolis were equivalen 
to $3%4 billion and $4% billion, respectively; that is for the valuatio 
before this one. Had no bargaining been involved, I would hav 
been asked to take a $4 billion payroll. 

Senator Doua.ias. And by “bargaining,’”’ what do you mean? 
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\ir. Musner. By bargaining, I got down to an assumed future 
oll of $3% billion as a basis for determining the required level 


rate for sound financing. ‘That is the conservative approach. 
1 


Senator Douc.ias. | do not understand your use of the term 

argaining.”’ 

\ir. Musner. When I use the word 

Senator DouG.LAs. You cvenerally do n 

ey are intractable. 

\ir. MusHer. Shall we say that was the little margin we ha 

estimate, just in case things went bad. ‘The reason we 

fr. Chairman, | think is suff 

culations, as Mr. Schoene discussed them the other da 


wiently strong to mento! 


pI yposition that the railroad retirement system goes on forever. 


YO hat skein is broken, as Mr. Schoene point lL out, we never have 


i 


t 


é 
Fan tha } } tia | + | \ } t by} } | 
ior the Hhabduitles that have deen established 


{ 
' 
i 


1 in the fund to care 


to date. 


One of the advantages of taking a somewhat lower payroll 
uarial calculations if the actuary can get away with it 
if the caleulated required level tax 
sequent financing of the system, then what you 
ual experience 1s more favorable thi assumed, 1 
your prior service liabilities in the process, so that 
tax rate later on. The tax burden on new entrants 


ts are mucn less COSLIV. ! Is De ased 


Senator DouGuas. Your use of is, Which I at fi 
not understand, may be psychologically revealing, because vot 
a bargaining factor, and then vou used the phras« 
taway withit.”” That did not sound to me like 


and in arithmetic and in mathematics, things a1 
vet definite quantities 

‘ow, 1t sounds as though you were in the process of collective bs 
caining with some unknown antagonist, whether the economists Ins 

Board, the railroads, or the unions, and that you ‘re trving to 

‘vise a system of assumptions which would give the fund as larg: 
reserve moneys as possible and have a margin of safety to be protected 
against external raiders. 

That may be a psychoanalysis of the mind of an actuary which is 
improper for a politician to indulge in. 

\ir. Musner. | wish to point that out, even to the point of being 
self-revealing, Mr. Chairman, that the actuaries have their prejudices 
as to what they consider to be actuarial soundness, which are in 
complete conflict with the notions of laymen. 

Senator Doua.ias. Of lavmen? 

Mr. Musupr. Of laymen in general. The actuaries try 

Senator Doueias. This is an attempt to preserve purity in a 
naughty world, then? 

Mr. Musuer. As you will [laughter]. As you will, Mr. Chairman. 

The fact remains that under the present method of financing, it is 
possible to so overburden the system in connection with a growing 
accrued liability, such that you might, unless you watch out, be faced 
eventually with the necessity of levying taxes on all employees at a 
level above the normal cost of benefits for new employees. The 
complete breakdown of the retirement system would be inevitable 
under such circumstances. 
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Senator DouGuias. Because of the factor that I spoke of, namely, 
that your pool of annuitants will be increasing at a faster rate than the 
exits? 

Mr. Musuer. That is one aspect of the question, Mr. Chairman. 

So if we sound like people who are trying to get away with something, 
the only excuse I have is that we try to see justice done at least, in as 
equitable measure as we possibly can make it. 

However, shall I say that we were not so successful in the fourth 
valuation. The fourth valuation, $4.6 billion payroll, was an average 
between the high and low estimates, [ believe. 

Senator Doug.as. 4.6 or 5.27 

Mr. Musuer. I am talking about the fourth valuation, this last 
valuation. I am talking about the valuation itself to which you re- 
ferred the other day. 

Senator DouGcias. What page is that? 

Mr. Musuer. The development of the payrolls, I believe, is on page 
149 through page 152. 

Senator Dovueuas. Of the 1949 report? 

Musuer. That is correct. You will notice the reasonably low 

_ high estimates on page 151, one paragraph before the last, of 

? billion and $5 billion as the economists’ best notions. So we used 

noe $4.6 billion payroll assumption in the fourth valuation, something 
that les between them, exactly. 

The kind of margin, shall we say, that was available in the cost 
estimate for the third valuation, in being able to supply, if you wish, 
the retirement benefit increase of 20 percent in the 1948 amendments, 
is not longer present, because in accordance with the best judgment of 
the Board’s economists, we are not working now with any margin in 
the payroll. 

I wish to make that point very clear in connection with the analogies 
that were drawn previously. 

Senator Douetas. That is, you do not expect che payroll to bi 
higher than 5.2 billion? 

Mr. Musuer. | am saying that the analogy has been drawn that the 
actuarial cost figures for some reason or another have a certain amount 
of extra Margin, and it is that extra margin that we can gamble on in 
order to give more benefits than the actuaries say you can get. | an 
saying that extra margin may have been in the third valuation, and 
therefore you could have gotten the benefits of 1948 

Senator DouGias. What year? 

Mr. Musuer. In 1948, there were amendments to the act giving a 
20 percent increase in retirement benefits. Now we are coming in, 
shall l say, in connection with this bill, and the argument has been 

Senator Douatas. I keep forgetting these things. Was there a 
increase in contribution rate at the same time? 

Mr. Musuer. No, there was not, Mr. Chairman. 

Senator Dovuaias. The system absorbed a 20 percent increase 1 
1948? 

Mr. Musuer. That is correct. 

l am saying that one of the things that helped the system absorb 
them was the switch in the payroll thinking in which the margin 
that was taken, shall we say, in the third valuation, was no longer 
taken in the fourth. 

Senator DouGLias. What was the difference? 
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Mr. Musner. You will recall that I said for the third valuation 
the economists’ best guess was between $3% billion and $4% billion. 
So if we took the average between those for the purposes of this 
valuation, we would have taken $4 billion. We took $3% billion 
instead. But for the fourth valuation, the range, as I mentioned 
before, was $4.2 billion and $5 billion, and we took an average be- 
tween the two without any “shaving” whatsoever. So if one is to 
argue by analogy, that fact should not be lost sight of. The kind of 
increase that was possibly in 1948 might not be possible in the year 
1951. 

Further, under the present railroad retirement system the person 
who retires, except if he returns to railroad service or to his last 
employer, is permitted to go anywhere and is not penalized. In 
connection with this series of benefits under S. 1347, one of the sub- 
stantial savings that are coming into pls iv is accomplished by cutting 
off the privilege heretofore afforded. Thus when a man now returns 
to work after retirement, and if he earns in a month more than $50 
in social security employment or if he returns to the railroad industry, 
then for each such month the annuity will not be paid. An entirely 
different treatment of the annuitant is contemplated under this par- 
ticular amendment. 

We have made a substantial allowance to take that particular 
factor into account. In other words, we have reduced the costs 
that ordinarily would have flowed from the present postretirement 
work conditions. In consequence, our effective retirement rates for 
this particular set of cost estimates are much lower than we used for 
the fourth valuation. 

Both of the foregoing considerations should not be glossed over by 
anyone trying to develop an argument about the “inherent conserva- 
tism’’ of whatever figure has been developed at the present time. 

If I may, Mr. Chairman, I understand from one of my fellow 
actuaries that you did a noble job on social security-amendments. 

Senator Dovatas. I would not think that. I got an education 
trying to work some of the problems out. 

Mr. Musner. The mar who mentioned that fact to me is Mr. 
Robert J. Myers, the chief actuary of the Social Security Administra- 
tion. 

In connection with the social security cost caleulations, as I men- 
tioned the other day, they use as their starting point, and | think 
properly so in the kind of national system that they use, the projection 
method of approach, determining the disbursements year by year 
I indicated that sort of approach was unique in the sense that it 
would not be applicable to a private pension plan, and that our 
approach would take an entirely different tack. 

You questioned me, and rather closely, I think, as to how we could 
build without any foundation. I believe, Mr. Chairman, that it 
would be worth while to spend some time, if you permit me, to indicate 
how we operate, especially since our methodology is completely 
different from that used under social security. 

I should also mention that in connection with these calculations, we 
have an advisory committee composed of Mr. Buck and Mr. Holran 
incidentally, Mr. Buck’s place is now being taken, at the moment, by 
Mr. Overholser since Mr. Buck cannot be spared from his other 
duties. I might also mention, though, that Mr. Overholser is com- 
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v familiar with our methods, and has actually worked along w 
o ail the details. The third me mber of the advisory commit 

s vou mentioned the other day, Mr. Chairman, ran Mir Russ Rea 

‘pt that he is no longer with us insofar as he left the Treasury 
now working as a consultant on his own. pect one of these 

| believe, is a recognized authority in the field. Each one of 

has reviewed the various valuations of the system, the fourth, thi 

second, and first, going backward in time. We have a continuity 


review insofar as none of these members have been replaced to da 


So what they have said about one valuation must be more ot 
taken as appropriate to all others 

[ believe they will support me in the development that I am « 
cussing today on the grounds that that type of development is the « 
that would be practiced generally for the ordinary private peasi 
plan. We are a hybrid 

Senator DovuGtas. Private pension plan or private msuran 
company 

Mr. Musuer. | am talking about a pension plan for a compan 
We are in a certain sense a hybrid. We do not have the over-a 
national coverage of social security, in effect, and at the same time 
are a composite of more than one company. We are the railroa 
industry 

Senator Dovetas. You tend to have greater stability than 
company, but less stabilitv than the social security itself. 

Mr. Musuer. That isright, less stability than the national economy 
If we had the same sort of stability as the national economy, I don 
believe any of our estimates would have shown decreasing railro: 
payrolls. They tend to go in somewhat opposite directions. 

We have a tax rate which is charged on all employees, be they new 
entrants or present employe eS The ‘reisa degree of compulsion, as 
far as the tax rate is concerned. There is nothing in the tax act whic! 
indicates that there will be any reduction from here on in. ' 
presumption, therefore, is that the railroad industry is here to stay 
Vhile such an assumption is certainly warranted, for the Social 
Security System, it is not warranted at all as far as a private, individual 
pension plan is concerned, and we are somewhere in between. ‘That is 
the situation we face. 

Senator Douetas. But what you have chosen as the system whic! 
has the least stability, name ly, the private company 

Mr. Musuer. That is correct, and the system which has the most 
We sort of sit square right in the middle. 

Senator DovGeias. Buti your actuarial estimates are based 
individual company? 

Mr. Musuer. No, they are not. The actuarial estimates are based 
on an approach ordinarily taken in a development of private pensio 
plans. 

Senator Dovatas. Therefore, more closely approaching that of thy 
individual company? 

Mr. Musuer. That is correct. In a certain sense, I think it Is 
justified to take that approach insofar as we are right in the middle 
and vet we have a taxing structure which puts us on a basis of pet 
petuity, which the Senator doesn’t like any more than I do. So we 
are somewhere in between the two. 
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[tthink in any event if, in developing your cost estimates, you 
alyze properly whai is happening as between your employees of 
present date and what might conceivably happen with respect to 
r new entrants as a group by themselves, certaim interesting rela- 
nships show up. In addition you can also, afie 
sent value cost calculations, produce as a ipp 
jection the Senator asked me for the ‘ile day, except that you 
iainly gave me a short amount of time for a hundred years’ 

Senator Douauas. The Senate will have to decide in 

dred Vvears. 

\ir. Musuer. I might mention, Senator, as I did then, that we do 
presume that the projection we have come up with represents 

vthing near an exact sei of figures. I have also made the sugges- 

n, which the Senator was somewhat skeptical of, but which never- 

‘less is still true, that we are on safer grounds when we use costs as 
| percent of payroll than when we show a projection approach—when 

ay projec tion approach, | mean disbursements in calendar years of 

me—if for no other reason than that if wages go up the projections 

‘going to look awfully low to a person a hundred years from now 
vhen he gets to look at them. Yet, the tax rate itself may not be too 
rad a guess from the point of view of costs, because it would be 

yplicable against a payroll base which increases along with benefit 

lars of disbursement. 

Senator Dovuaias. Mr. Musher, would I be interfering with your 
rain of thought if 1 asked vou to indicate the methods that you used 

computing B, C, and D, under table 3, because you use those 

rures, those are the relative claims and debits of the Social Security 
System under the new benefit formula, which result in a revision of 
our total cost figure of 15.59 down to 14.12. Would it be interfering 
with your development? 

Mr. Musuer. It wouldn’t be interfering, except that I might indi- 
cate to the Senator thai if we didn’t have the social securiiy reitm- 
bursement feature as it stands in this development, the total cost 
figure would be reduced from 15.59 down to 14.37, a difference of only 
about 0.25. 

The reason, therefore, Senator, is that if we didn’t have the social 
security development of sections B, C, D, and E, we would still have 

he funds on hand that belong to us, and which you can translate 
into an effective asset in this particular development. 

Senator Douaias. What do you mean by item F? 

Mr. Musuer. Item F represents the funds we have presently 
available in the railroad retirement account on an accrued basis. 

Senator Douatas. 2.0? 

Mr. Musuer. We use here $2,149,000,000. 

Senator Douatas. At 3 percent? 

Mr. Musuer. At 3 percent, divided by 5.2, will give you the 
ipproximately. 

Senator Douaias. You assume that to be constant 

Mr. Musner. Thinking now in terms of theoretic al mathematics 
ather than the actualities of the situation, what these funds on hand 
do in effect is to permit you to give benefits, if you had no other 
ource of income possible, equivalent to 1.22 percent of payroll. 


’ ' 
you deve LOp vour 


r 
] 
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ment the type of 
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Senator Dova.as. Assuming that the size of your reserve does } 
increase, and that the interest rate remains constant, and assum 
a 5.2 billion payroll? 

Mr. Musuer. If you wish to look at it that way. 

Senator Dovua.ias. But suppose the reserve increases? 

Mr. Musuer. For the moment, Senator, we have developed th 
two things separately. We are putting on one side of the balan 
sheet whatever liabilities will come into play. 

Senator Doue.as. But we are also getting to the assets. 

Mr. Musner. If I may interrupt for a moment, Senator— 

Senator Dovueias. You want to talk about that. I want to t; 
about the other. 

Mr. Musuer. I will come right back to the question, I think, and 
I will clear up the point that you are stressing at the moment. 

Senator Dovetas. I do not want to be capricious, but there is al- 
ways a temptation for a Senator to be dogmatic and to dwell 
coward’s castle, but my interest is excited by Item F, 1.22 perce: 

I would like to follow that through, if I may. That, I understand 
is based on the present reserve of about $2.1 billion. 

Mr. Musuer. That is correct. 

Senator Doueias. At 3 percent interest, yielding $63 million a year 
roughly. 

Mr. Musuer. Roughly. 

Senator DovGias. Which, on a 5.2-billion payroll, comes to 1.22 
percent of payroll. Is it your assumption that that is going to be th 
same vear after vear, vear after vear, vear after vear? 

Mr. Musuer. No, it isn’t, Senator, in the same way that no featur 
in here is going to be the same vear after year. This method of getting 
the figures in terms of percent of payroll i is a Matter of convenience 

May I interpolate this thought? The only approach we are taking 
at the moment is to get the present worth of all benefits that will com 
through under the system. Then if you divide each figure separate!) 
by the present worth of 1 percent of payroll, you get an effective 
present worth of each benefit in terms of the percent of payroll. Each 
one of these figures, once you have done that, can be used like blocks 
of similar design. The reserve funds have been translated into this 
percent of payroll in the same sense by dividing the $2,149,000,000 by 
the present worth of 1 percent of the 5.2 payroll. So you can effec- 
tively subtract this 1.22 from the present worth of your gross liabilities, 
and thus establish what is the necessary re quired rate from here on in 

Senator Douac.as. I am afraid my question indicates a simple mind, 
but the question I would like to ask is this: Suppose your reserve in- 
creases. Then, even with the interest rate constant, the size of the 
earnings increases. 

Mr. Musuer. Yes, surely. 

Senator Douetas. Therefore, what you call funds on hand or earn- 
ings on reserve—I suppose would be a better term—will increase, also 
and therefore current contributions needed to maintain costs would bi 
less. 

Mr. Musuer. This development—and I will take your develop- 
ment, too, Senator, and later bring them both together—this develop- 
ment, you notice, has not even mentioned the actual tax rate at all. 
It has nothing at all to do with the actual tax rate. What you are 
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bringing into the picture is what happens when you actually start 
bringing contributions in and, of course, the reserve will keep growing. 

Senator Doveuas. That is right. 

Mr. Musuer. That, in a certain sense, is not relevant to this partic- 
ular type of calculation. It is relevant to your projection approach, 

Senator Douauas. Every time I get on the playing field, I am 
brushed aside, and I am told that the game must be played under 
different rules. This is a desperate effort on my part to get onto the 
gridiron. 

Mr. Musuer. This particular treatment is under different rules, 
that is correct, Senator. In connection with the problem that you 
offered me the other day, this ng vear problem 

Senator Doveuas. Fifty-year, I would prefer. 

Mr. Musuer. I took it as 100 years. You started with 50, and 
they gave me another 50 in the discussion. So I took both. 

Senator Doug.as. All right. 

Mr. Musuer. As a matter of fact, I didn’t need the other 50, but 
that will come up for later discussion. 

In that approach, you will see the reserve growing, as you indicate, 
and you will see the increasing interest amounts available.The pro- 
jection method takes into account the contributions actually coming 
through, but the present value level-cost development is primarily 
concerned with the following types of questions: How big are your 
liabilities? What offset do you take? What theoretical tax rate 
would you require in order to come through properly? That is all 
this type of analysis tries to do. 

Coming back again, each one of these figures in a certain sense 
means the same as every other one. We try as best we are capable 
of doing—and I would like to go into the method we used in deriving 
them—to get at the worth of all benefits that will be paid in the future 
with respect to individuals who will come under the Railroad Retire- 
ment System—I am talking about section B for the moment—if you 
combined all their social-security earnings and whatever railroad 
coverage they had. The implication here is that you will consider 
for the time beig that railroad earnings will be treated in the same 
way as social security wages. Thus the calculations give an idea as 
to what would have happened with respect to the people kept by the 
railroad retirement system as far as the benefits that they would have 
gotten on the basis of combined railroad and social security credits, 
but subject to the present social security formula. That is what 
section B tried to do. 

Section C approaches the problem from the realization that dual 
benefits will be allowed on the retirement level. That is, it is possible 
for these people that I am talking about to have somewhat more 
than 10 years of railroad service, pick up enough social security earn- 
ings, and then get a benefit from us under this particular bill, and at 
the same time pick up a benefit from social security on the basis of 
wages alone. 

The criterion that is being established in this bill with reference to 
the social security procedure is that we in effect will pay them or 
earmark to them the taxes at the social security rate. In return for 
that, social security will pay us the difference between what they would 
have paid if there were only one system, and that is section B, and 
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wl if they alread are pa ing because dual benefits are allowed on 


i 


retirement level. In other words, as far as social security is concern 
in exactly the same position as if railro 


coverage were included under the social security system. The 


we are trying to put them 


not lose a penny on this deal. They are put in exactly the sat 
position as if we were covered under their terms. That is the logi: 
this deve lopment 

We give them, in effect, taxes at the social security rate. They ] 
us in effect, the total Social Security benefit based on wages 
compe nsation together, except that 

Senator Dovetas. At what rate, the social security rate or 
railroad rate? 

\Ir. Musuer. The benefits or the taxes? 

Senator Dove.ias. The benefits 

Mr. Musuer. The benefits are at social security rates. So the 
give us the benefits on the basis of combined railroad and_ sox 
security earnings, except that they get as a subtractive offset tl 
second benefit they will be paying on the basis of wages alone. By s 
doing, we put them in exactly the same position as they would ha 
been if railroad earnings were covered as wages thereunder. 

Senator Douctas. The difference between the two, I notice, is onl 
about a quarter of 1 percent, is that not true? 

Mr. Musner. You mean the whole development? Yes. We pi 
up, in effect, B’minus C. That is G—-2. I am sorry. We pick u 
B minus C from them; they pick up D plus E from us. On balan« 
therefore, in this calculation, we are at the moment 0.25 percen 
ahead 

Senator Doveias. You get a credit of a quarter of 1 percent more 
benefits than thev get a credit in costs contributions? 

Mr. Musner. In the taxes that we pay them. Or, shall we sa 
earmark to them, would be a better word to use at the moment 

| may also say, Senator, that this development ts in connection wi 
account et] / "eLeT ) nefits that we pav: that is peopl wit! 
10 or more years of servi Sections B and C refer to benefits th: 


a procedure tha r ectly through the railroad retirem¢ 


come throu: } Q a retirement aecount from social securit 
section 1) is t et e adiustment ol this whole plan back to 193 
Pa . ° 11 ' 1 . . 1 ‘ ' 
secti K, and incidentally Section D, differ from B and C, in tha 
] ] 


he social securtit i¢ vel on every ind vidual comin 
ment system pean with less than LO x ' 
l hose with more than 10 


another part of the story that is not pre sented here 
to be p sented for the purpose of this analvsis Tha 
: . : . 1 ; 


. f ry 
mrs OF Sel 


rn . 
lo put it another ws f nNeonie w 
i ’ i 


service s0clal security pa ne additu« 


employee. To people wi more than 
vy pay the additional soctal-security ben 
railroad retirement account As far as we 

concerned we have to pay them taxes on the whole business 


Senator Dovatas. Which is which?  B is where they are paid? 


Mir. \lcusuer. B minus C is considered as a unit where they pat 
dire thy into the railroad retirement account. That is income to u 
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aitional sociai-security payments W 
. P rPoil | rudy ' 

i! 10 years of rauroad service are 

irement account to begin with 


ount Must earmark taxes to the 


railroad service 

Senator Douauas. Are those less-than 
refer to employ ees with less than 10 veal 
\ir. MusHer. B and C are employees 
rvice. 

Senator Douauas. D and E? 

\ir. MusuHer. D and E applies to peopl 


yple with more than, 10 years of service 
Senator DouGLAS. B and C? 


ri 


Mr. Musuer. That is people with 10 years of sery That is 


weople we adjudicate, as indicated by the phraseology here. And D 


and E include everybody. In other words, if you want to split D ane 
to two parts, people with 10 vears of service correspond with your 
while with respect to people with less than 10 years of 
service, We pay taxes to social security and they pay the additional 
social-security benefits direc ly to the emplovees. The additional 
ocial-security benefits do not have to be reflected in the accounting 
through the railroad retirement account to begin with, and therefore 
are not shown here. 
Senator Douauas. Is this understanding of mine corr 
that under this plan everyone will receive the benefits 
benefit of the social-security svstem, and then will receive 
of railroad retirem ? 


( 
Musuer. T i belie IS a correct 
1 


tiv put it in reverse, Senator, thé 


‘nt wherever those are lar rer: 


nt benefits first : { e social-security ie 


Dor GLAS. 
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type of analysis 
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in Treaty would tit 
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Mr. Musuer. There is an additional bonus that the railroad retire- 
ment system gets, that is correct. Ic is not reflected here. 

Senator Dougtas. Are those shown on this table of figures, beyond 
those shown in the third column of table 3? 

Mr. Musuer. The only thing that table 3 attempts to do, and | 
still think it does it, is to indicate what tax rate the railroad retir 
ment system has to come through with in order to pay the benefits 
it does. That it does answer. It does not directly answer the oth 
question of what it gets via the coordination with the social-securit 
system. It does not have to in this particular development. 

Senator DoucLas. You are making table 3 deseribe a rigidly limited 
world of your own. What I am trying to do is to see the degree to 
which this mathematical world of yours corresponds to the real wor! 
which the railroad retirement system has to face and in which 
has to live. 

Mr. Musuer. This I believe is the real world as the railroad retir 
ment system will see it. 

Senator Dovuauas. | want to raise this question and I want to be 
certain: If as a result of throwing those with less than 10 years’ 
service upon social security rather than railroad retirement, the net 
charges upon railroad retirement are reduced, and if that reduction is 
not shown in table 3, then it would seem to me that the costs would 
not be as great as those indicated. I may have overlooked something 

Mr. Musuer. No, Senator; on the contrary, if we actually included 
those people who are sent to social security, as incidentally is de- 
veloped in tables 1 and 2, we would see just how the savings in costs 
are actually effected. If I may refer back to tables 1 and 2, with the 
understanding that they are supposed to represent a range within 
which costs would lie independent of the social-security tie-up, may 
I refer you, then, to the question you raised. If, for example, you 
look at table 1, and at the same time you could look at table 2 so you 
could notice the range, the cost of your age retirement benefits when 
you include people with less than 10 as well as 10 years of service, in 
other words, regardless of service—and I might mention, to be per- 
fectly fair, that you are including the work clause conditions of the 
present act, not the one as contemplated—the cost for those benefits 
would turn out to be between 8.55 and 9.05 percent. If you refer to 
A-1 of this table, you notice it suddenly has been reduced to 6.95, 
and there is a good reason for that. Part of it represents the people 
with less than 10 years of service, that you are talking about, and the 
rest is the work clause. 

Senator Dovatas. That is the question I originally asked, whether 
column 3 of table 3 showed the reduction in costs caused by the ex- 
clusion of those with less than 10 years’ service. I thought you said 
it did not. Now I understand you to say they did. 

Mr. Musuer. I should have answered in the affirmative. I am 
sorry. 

Senator Dovetas. They do show the reduction of costs, thank you. 

Mr. Musuer. What is it the Senators desire at the present time? 
Should I spend a little time at present as to how I obtained these 
cost calculations; should I indicate why these present value calcula- 
tions have no degree of mystery in them, and that there is a logical 
reasonable development? 

Senator Dovatas. Please do that. 
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Mr. Musuer. I don’t recall, Senator, what part of the valuation 
was written into the record the other day. Was it the advisory com- 
mittee report? 

Senator Douactas. It was the statement of the actuarial advisory 
committee, pages 98 to 102 of the 1949 report. I think that is what 
was put in the record, a five-page statement of the advisory com- 
mittee. 

Mr. Musuer. If it is acceptable to the chairman, I trust that the 
record may be supplemented in order to indicate the method by which 
this type of valuation is run and at least to include the introduction 
to the main report. That would be pages 103 to 109. 

Senator Doua.as. Do you wish to have more than that? 

Mr. Musuer. That introduction indicates briefly, shall we say, 
how the actuarial valuation itself is run. 

Senator Dovetas. Then that will be done. We will include the 
introduction and the summary and conclusions, pages 103 down to C, 
mortality investigations, on page 109. 

Mr. Musuer. Thank you very much, Mr. Chairman. 

(The matter referred to follows: 


ANNUAL REPORT OF THE RAILROAD 


Section 15 (d) of the Railroad 
onger than 3 years the Board s! 
this act and the Railroad Re 

its annual report.’’ In conf 
tions have appeared to date 
1938, the second as of December 3 

najor pr »blem of each f 
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‘ssive required level tax rates 
section of the third therefor 
*hanges since the retirement 


tf valuation, conduc 


present 
Oo account the patter or a po 
eralizations introduced by the 
6 amendments introdueed sur 
ose contain 
out 25 perce 
bined coverage under the R: 
irther, these 1946 amendments 
disabilitv annuity (subject to 
nent to the industry to include « 
At the same time, the service requi 
total and permanent disability ar 
were included for employees with 
connection’ with the industry 
The recent 1948 amendments increased al mnnthly retirement benefits 


percent. In addition, the amendments restored the guarantv provided 


original 1937 act. (which was previous ‘liminated the 1946 amendment 
that the total of benefits (retirement and sur respect tf 
of an employee would always be greater than t aggregate taxes 
the 


system. 

Although the present valuation of the a al liabilities under t 
act is as of December 31, 1947, it has been considered advisable to 
cost calculations in relation to the benefits as modified by the 1948 am 
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liscussed above have made it advisa 
formulas used for level cost caleulat 
yn is also cal 

‘tors ut 


Otherwise the format of the fourth 


third valuation 


MMARY ND CONCLUSION 


table g 


‘alculations involved in anv valuation is the preparatio 


a valuation of the railroad retirement expe rient 


not only the exi account of deatl 
f disability and nond ility retirement and of f 
separatior om service prior to retirement , 
In order to determine the appropriate factors, it was necessary to conduct 
corresponding mortality, retirement, and withdrawal investigations in accorda 
with the Be a 1’s actual experience In the operation of the svstem. 


\s for previous valuations, the information available to the Board on emplo 


deaths before retirement was entirely too incomplete to permit a valid stud 
Recourse, therefore, was made to the most recent data on steain railroads dey 
oped from the combined group mortality insurance experience of the seven lar; 
private insurance companies doing business in this field. Such data indica 
somewhat lower rates for employees than those a lopted for the third valuat 
It was therefore considered expedient to use the corresponding mortality rates 
the third valuation with a l-year rate-back in age. This meant, for example, t 
the mortality rate previously used for a man aged 25 was now considered appli 
ble at age 26. Since, in general, for ages over 15 the mortality rates advar 
steadily with age, the adoption of this procedure makes some provision for lows 
mortality rates by attained age in this valuation as compared with the previo 
valuation. 

In contrast with the insufficient information available to the Board for employe 
deaths, there was a wealth of information on the rate of disability and nondisabili 
retirement. ‘The retirement investigations which were conducted related to the 
experience since the third valuation 

Certain difficulties were encountered in developing appropriate disability reti 
ment rates because of the effect on such rates of the 1946 amendments. I 
manner in which this problem was attacked is discussed in the section dealing wi 
retirement investigations The companion study involving nondisabilty retir 
ments shows that in the vears 1945-47 the actual rates experienced were 
stantially below those assumed in the third valuation. There still appears to | 
a question, however, whether such favorable retirement experience (especially a 
ages 65 and over) during vears of high economic activity and rising wage ra 
will continue to obtain under more unfavorable economic circumstances. It wa 
felt, however, that in connection with prenormal retirements (60-64) the rat 
actually experienced in 1947 would not go higher in the long run; the slack betwee 
the third valuation rates and those actually shown for 1947 would be taken up b 
disability retirements—especially in view of the liberalizations in elegibility for 
that type of benefit introduced by the 1946 amendments. In consequence, fo 
purposes of this valuation new tabular rates of nondisability retirement wer 
assumed on the basis of the 1947 experience for ages 60-64; for ages 65 and over 
the tabular rates of the third valuation were retained. 

The corresponding investigations relating to the actual withdrawal rates prior 
to retirement show what would appear to be abnormally high rates of turn-ove! 
Two reasons account for this deviation from the expected norm. One involves t 
tremendous dislocations effected by the recent war. The other relates to tl 
sharply increased rate of turn-over which ordinarily occurs in periods when en 
ployment opportunities are plentiful. When it is further taken into consideration 
that the vesting of benefit rights under the railroad retirement system sharp 
reduces the importance of the withdrawal rates in terms of their effect on cost 
it seemed appropriate to retain the withdrawal rates of the third valuation witho 
change. 

Once the tabular rates to be utilized for mortalitv, withdrawal, and retirement 
had been decided upon, the necessary service tables were developed by age a 
entry in 5-year groups. The central ages of such quinquennial groups were chos 
as 18, 23,28,andsoon. Inthe development of the service tables, disabilities prio 
to eligibility for immediate retirement were not recognized; instead they wer¢ 
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tality after exit from service 


Che next problem of importance was concerne 
{after retiremert, on the one hand, and after 1 
ore retirement, on the other. Mortality rates 
he period since the third valuation were lower 
the third valuation. ‘To take such experienc 
es of the third valuation were modified for pr 
ear rate-down in age \ similar procedu 
hdrawal. The more complicated decisions 
tion with death rates after disability ret 

of section C dealing with mortality 
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nefits 
The various retirement and survivor benefits are affected, of 
the service credits obtained to date t also by the futur 
ryice patterns With respect to futur ‘rvice patterns f 1 tigat 
nmarized in section F of the report led to the conclusion that the se ‘e months 
» be assigned by vear of service since entry should not be changed from those 
jopted for the third valuation. On the other hand, the substantial increases in 
surly wage rates provided for in wage negotiations conducted in 1! 1948, and 
149 necessitated the adoption of new and higher salary scales for future earnings 
an used hitherto. 
nsuses of ¢ mployees 
{s compared with the figures shown in the third valuation, there was 
tantial drop in the total number of active emplovees on the fourth 
te For the third valuation, suc ital was shown as 2,930,800; the 
iluation figure is shown as 2,385,700. Although there was some con t 
number of man-monthbs of employment from the war year 1944 to the postwar 
ear 1947, the largest portion of the drop in actual numbers of employees is due 
the reduced rate of turn-over in jobs during the year 1e other hand, as 
ould obviously be expected, the number of inactive employees on December 31, 
947 (those last working in 1946 and prior, but ali ot retired on December 
31, 1947), rose considerably from the level show: the corresponding valuation 
late in 1944. The figure for 1947 was 4,977,400: that for 1944 was 2.953.300 
Considering the whole nonretired employee population, 982,600 had prior service 
‘edits (for service rendered before 1937) at the end of 1947 as compared with 
073,100 at the end of 1944. Subject to the modifications effected by the new 


mployment-relation provisions of the 1946 amendments and the 
tained in the present study, the difference between the two fig: 
! 


or by deaths and retirements in the years 1945-47, inclusive 
Vew entrants 


} ] ft 


As for all previous valuations, the cost caleulations of the fourth valuation 
assumed that, independent of the numbers of new employees entering in any 
particulsr year after the valuation date, the percentage age distribution of such 


lew entrants would remain fixed throughout the years While for the third 


iluation, the age distribution for the entrants of 1938-41 was considered the 
basis for such a typical distribution, the present valuation uses the consolidated 
experience for the new employees of 1946 and 1947. The effect on cost introduced 
by the modification is relatively negligible; the only reason for the change is to 
ntroduce more recent experience for the purposes of the cost calculations 


amily composition and re marriage factors 


/ 

The present valuation not only had to be concerned with the appropriate 
factors going into the determination of retirement benefits, but also had to develop, 
or the first time, the corresponding ones related to survivor insural » benefits. 
lhe Board’s own experience with survivor benefit awards in 1947 and 1948 as 
related to employee deaths after 1946 was used to obtain the family com 
actors required for survivor benefit calculations. This decision was r d, 
ifter testing the reliability of such actual experience as an index, by comparing it 
with such other sources as the old-age and survivors insurance (OASI) benefit 
wards, the Richmond family composition (RFC) study, and the information 
available on family composition from the United States census 
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Another important problem relating to sui vivor benefits concerned the cho 
of a suitable remarriage table The only generally known table of this ki: 
published in 1933, was considered outdated for valuation purposes. A modific 
remarriage table conforming more closely with recent remarriage and morta 
experience was constructed. : 


I iture payrolls 


One final decision has to be reached before the required level tax rates 
support the system could be determined his had reference to the assun 
course of future payrolls in the industry. Future payrolls are of major importa: 
in view of the large net liability incurred as a result of (1) the crediting of ser\ 
rendered prior to 1937 by individuals who were employees or were in an emp 
ment relation on August 29, 1935, (2) the benefit liberalizations introduced 
the 1946 and 1948 amendments, and (3) previous inadequacies of the tax rat 
When expressed as a percentage of payroll, the relative cost of servicing tl 
liability together with the additional subsequent service obligations (over tl 
for new entrants), due to the advanced age of employees as of the valuation da 
varies inversely with the size of the future payrolls assumed. 

At the time of the first valuation, an annual taxable payroll of $2,000,000,000 
was indicated for the future. This figure was raised to $2,500,000,000 for 

id valuation. For the third valuation, as of cember 31, 1944, the figur 

o $3,500,000,000. Further far-reaching changes in the Natior 
1 ailroad industry in particular, since the previo 

ade the estimates of the third valuation inap} 

mates prepared by the Board’s economic sta 


{ for the fourth valuation was $4,600,000,000. 


-cost caiculat 


e assumptions upon which » present valuation was baser 
ations indicated that the required level tax rate after 1947 il 
venefits of the railroad re vstem would be 12 


} 
oll. This tax rate, : loped in section O, was reachec 
appre ach 
bili 
a whole, 
with respect to t 
reent Tr} 
( whole 
oad Retir 


yvailatl 


impti 
us assumpthe 
However, 


ereent de 
is 12.42, so that a deficien¢ 
be realized that it is virtual 
which there is great varial 
\t best, the level rate of 12.72 
hable point in a range within which tl 
time has not permitted the extens 
‘range for the present report, it wol 
eing collected under the existing ta 
at astep-rate equivalent to 12.42 percent) are not necessarily inadequat 

y are at a level wel lin tl yrobable range of true costs. 

Mir. Musner. Now may I refer you to the contents of the report 
as indicated on page 103. Going into an analysis of calculations of a 
pension plan—such analysis being the one used for the Railroad 
Retirement System—is an extensive series of investigations, and as 
of the present time those investigations are on the basis of a system in 
operation. As these sections indicate, they go into the development 


of ithe mortality rates of our annuitants as we see them day by day, 
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our retirement rates as they are established year by vear, the turn- 
over patierns as employees go into an outside the industry, a notion 
of the amount of service people pick up in the firsi, second, third, 
fourth, fifth, and so forth years since entry. We include a provision 
for the obligation that arises because of service before 1937. We 
establish two series of censuses. 

Senator Dovetas. May I ask this question? 

Mr. Musuer. Yes, sir. 

Senator Douatas. You assume a constant mortality raie through- 
out the period? 

Mr. Musuer. We do. 

Senator DovGias. What moriality rate do you assume 

Mr. Musuer. The mortality rate we assume is based on our own 
experience. 

Senator Douatas. Past experience. 

Mr. Musuer. Thai is correct. 

Senator Dovatas. There has been a general tendency, of course, 
for the mortality rate io be reduced; and, while the reduction in the 
ceneral morts ality rate ‘oa been greater in the lower years, the average 
life expectancy after age 65 has increased also. Therefore, you have 

longer period of retirement. Have you taken that into account? 

Mr. Musuer. Senator, we have only taken into account the story 
as we see it as of today. To the extent we have not, we have not been 
conservative. 

Senator Dovuetas. That is right. The downward drift in the death 
rate and the upward drift in the expectation of life after 65 would 
a factor tending to increase charges. 

Mr. Musuer. That is right. I would like to indicate an offsetting 
factor in the other direction. 

Senator Douguias. Because you have a longer period on which a 
man Was on annuity. 

Mr. Musuer. There are two factors in the other direction, Senator, 
vhich in all fairness, as an actuary, I would like to discuss, even if it 
is not going to prove the point. 

Senator Dovatas. I understand. 

Mr. Musuer. There is an experience toward lower retirement rates 
as the life expectancy advances. In other words, you would at least 
have to measure whether the kind of rates we have established remain 
constant in conjunction with your increased expectation of life 

Senator Dovae.as. Do you mean the percentage of people who retire 
at age 65? 

Mr. Musuer. The percentage of people who retire age by age. If 
the percentage of retirements go down along with increased life 
expectancy, you won’t necessarily get increased costs. 

Senator Dovatas. I see. 

Mr. Musuer. Another thing as an offsetting factor is that we run a 
retirement and a survivor benefit system; so, whatever losses we have 
on retirement are partially offset on the survivor side. That is, if a 
person is not going to die so fast or is going to die later in life, the 
survivor benefits that ordinarily would flow from his death will not 
come into being. 

Senator Doueias. Wait a minute. The survivors live longer, too. 


») 
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Mr. Musner. | am talking about the fact that the survivo 
can’t start collecting until the employee is dead. That is an appar 
fact 

Senator DouG.ias. But the survivors will live longer, too. 

Mr. Musuer. In connection with the thing you pose, we gi 
benefits just like social security. Part of the benefits that we furni 
for instance, stop when the youngest child reaches age 18. So, 
wouldn’t matter very much if they do live longer, at least wit! 
that realm. 

Senator Doua.ias. But with widows 

\Ir. Musner. On the widows’ side you are pe rfectly corre: 
Senator, that you have to develop another tie-in for her life expect 
tion alter his demise. That would be relevant to the discussio 
that 1s correct. 

Senator DouGcias. Are these factors roughly supposed to balan 
each other so that you assume a balance? 

Mr. Musuer. We figure, since we are a Government system at 
since we are not a private pension plan, we can adjust our factors 
they develop from valuation to valuation. 

Senator DovGias. But at the moment you are assuming that these 
roughly balance each other. 

Mr. Musner. They would roughly balance for our purpose. 

Senator DouGLas. So, you can continue the present mortality rat 

Mr. Musner. We would not seriously overestimate or under 
estimate for the verv reason you mention. It is not clear whethe 
we are or we aren’t conservative. 

Senator DouGias. You are depending on a lower percentage of! 
retirements in the main to offset probable longer periods of 

Mr. Musner. Life expectancy. 

Senator Doua.tas. Yes. 

Mr. Musuer. To the extent that we are wrong, of course, we ai 
underestimating costs. 

Senator Dovauas. That is right. 

Mr. Musuer. Then, one of the important considerations in valua 
tions like ours is the split-up into two censuses: those employees who 
are considered active employees because they are working in the 
industry in the vear and are alive and not retired at the end of th 

vear, and all other employees who we put among the inactives, who 

t least for the purpose of the present act, still have subsequent finan 
( cial demands on us even though they are no longer working or are not 
work ing as of the present base vear. 

As far as the active-employee census is concerned, I should like to 
speak a little bit about it, on page 135. 

Incidentally, in connect:on with these various censuses, may I firs 
refer to page 134. I am now speaking, Se mniee of the 1949 repo 
_ ‘ly, and my Pree nt discussion will stay with i 

Table 15 on page 134 is one for raat purposes only but 
serves to catablich that you have a very substantial prior-servic 
liability. Of course, the situation would be somewhat changed 
today, but I am now dealing with the one valuation. As indicate: 
in the first complete paragraph of page 135, there is a total of 982,600 
nonretired employees with prior-service cre edie: That means credit 
on which no taxes were paid, based on service before 1937. As indi 
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ated further, of course, as these peopie retire, the number of people 
vho are still active with prior-service credit obviously diminishes. 

Senator DouGias. Have vou computed the total number of years 
f prior service upon which no taxes were paid and the total prior 
pavrolls? 

Mir. Musuer. That is correct, Senator. We have established the 
rior-service program to indicate what the nature of those prior-service 
credits are, and they are prettv accurate 

Senator Doveias. Are those printed anywhere, the years of prior 
‘vice upon which contributions were not paid and the total payroll? 

Mr. Musner. [ think | can answer you partly in conne: “tion with 
table A—-16 on page 136 Incidentally, these are onlv the employees in 
tive service at the moment and don’t include the people who were 
not working in the vear 1947. You will note that anybody whose 
vear of entry was 1936 or prior represents individuals with prior serv- 
ce. An indication of the degree of prior service can be obtained by 
looking at the duration in 1947, which indicates the number of vears 
before 1947 that they entered into the picture. You get a notion of 
the _ service by taking these vears of entry and subtracting from 
the year 1937 as a very rough measure 

Se nanite Dovetas. Have you ever done that? 

Mr. Musuer. Our calculations include that in their development, 

[ will indicate very shortly. 

[ might add further, Senator, that when the act first came into being 

1937 this prior-service liabilitv—and incidentally that was the only 
liability as of that point—amounted to $3 billion in terms of present 


"2 


worth; the linbility on account of service performed before 937. 

Senator Dovuc tas. That is the probable cost to the fund? 

Mr. MusuHer. That is the probable cost to the fund of these bene- 
fits on account of service rendered before 1937 on which no taxes 
came through. Further, as vou continue to increase your benefits 
and, as a case in pomt, we have the 1948 amendments—then above 
and beyond everything else vou automatically shoot up your prior- 
service liability as you change your benefit formula. There is another 
thing I might mention 

Senator Doverias. Assuming a 20-percent increase in benefits, vou 
raise the prior liability from 3 to 3.6 billions. 

Mr. Musuer. Yes. Asa matter of fact, 1 thought vou were going 
to ask me this question, Senator. What has happened to that prior- 
service liability from that point to date? As of any particular point 
in time, if you change your benefit formula and increase it by 20 per- 
cent, then, as vou say, the effect on the present value is to increase 
it by 20 percent. The question that I thought vou had in mind was: 
Suppose you left your benefit formula alone; what happens to this 
prior-service liability through the vears in terms of present worth? 

Senator Dovatas. All right. Take that up. 

Mr. Musuer. I would say that, somewhere out in time, prior- 
service liability as far as service before 1937 is concerned will obvi- 
ously be zero, but that is only after these people completely leave the 
picture. I am talking about the service rendered before 1937 only. 
However, what has happened here, is that, with respect to these people 
who have retired from 1937 to date, your prior-service liability goes 
down. With respect to your active employees who have not retired, 
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your prior-service liability goes up because they get closer to retire- 
ment. The two of them have more or less managed to stay hand in 
hand through the years, except for the effect of the 20-percent i 

crease in the retirement benefits that went into effect in 1948. So, 
we have stated— [ am not sure whether it is mentioned right here in 
the report—that the prior-service liability for service rendered befoi 

1937 as of the fourth-valuation date was 3.6 billion dollars. 

The main emphasis of the calculation—I don’t want to take up too 
much of the Senator’s time in this development 

Senator Dovetas. That is all right. 

Mr. Musuer. Is based, of course, first upon your active employees 
second, we take into account the service performed before 1937. W. 
also have the story as indicated on table A-19, page 140, of ow 
inactives; in other words, those people who were not working in 1947 
but are still around and not retired with respect to which obligation : 
are still to come through. 

‘Two of the most important considerations beyond the inactives ar 
the active employees’ situation on the one hand and new entrants o1 
the other. On the basis of those two pillars, plus the liabilities you 
already have as of the present date for people on the rolls, you ca: 
build the present value structure that vou were discussing the oth: 
dav. Those are our pillars —the liabilities for our present emplove 
as | will deve lop shortly; the liabilities for people coming into the 
industry for the first time, and the liabilities with respect to peop! 
who already are on the rolls, with respect to whom benefits will b: 
paid from here on out and upon whose service no further taxes will 
be collected. 

That takes care of the retirement side and still leaves the very 
important survivor-benefit side of the story. We have been very 
fortunate in having a wealth of information dealing with the subje: 
We frankly didn’t have very much to work with in the third valuation 
and we made a cost calculation on our survivor benefits in its forewor 

Senator DouGias. Are these aged widows’ annuities, mothers 
annuities, and children’s annuities? 

lr. MusHer. That is correct. That is what I am talking about 
now Going into the calculation of survivor liabilities, we have to 
know various facts about family composition factors. In a certain 
sense, we have a shortage of information with respect to our family 
status while the emplovee is alive, because to date we have never had 
any wives’ benefits. All we have had are employee benefits. So, ou 
only information on family composition comes after they are dead 
and as their deaths give rise to survivor-benefit awards. On the basis 
of that information we have built up what we consider to be rather 

Senator DouGias. The census has material on family composition 
beginning, I think, in 1930. 

Mr. Musner. Yes, Senator, they have the story while the em- 
ployee is alive. We have the story after he is dead. 1 would sa) 
that our information is more to the point when we start paying 
survivor-benefit awards. In connection with the remark made by 
you, Senator, we have taken some census information, and inciden- 
tally we got some information not only on the living side but after 
the employee died as well. That is reflected on page 143 of this 
particular valuation, in which we show proportion married with 
respect to awards under the railroad retirement system, the same 
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type of survivor-benefit award under the old-age and survivor insur- 
ance system, some information with respect to the United States 
deaths of 1943, and on the living side, the RFC urban information 
and the United States 1947 census data. 

Senator Dovae.as. In general it indicates that the railway men 
marry early, is that true? 

Mr. Musuer. Yes; and apparently more of them marry, it would 
appear. 

Senator Dovuaias. They are more the family type and stabler 
family men. 

Mr. Musuer. Apparently they get railroaded much more easily, 
if you permit me a pun. 

We have found in examining all this information that there is not 
too much difference in the family composition factors, and if any- 
thing, our studies warranted the thought that we could use our own 
data for the development of these cost calculations, which we 
proceeded to do. 

Then we had other information on the average age of the widow, 
the average age of the children, the average age of the youngest 
child, the type of information which I believe is extremely valuable 
not only from our own point of view, but for the Nation as a whole. 

Senator Dovua.ias. I want to present you with a favorite arith- 
metical problem that I sometimes give to my colleagues. You will 
notice on page 145, table A—23, that when the husband’s age is from 
20 to 24, a rough average of 22, the average age of the wife is 22.6, 
ir just about = same, but by the time the husband reaches the age 
from 70 to 74 or let’s Say an average of das the average age of the 
wife is only 65.6. 

Mr. Musner. How does that happen? 

Senator Dovatas. As the husband has moved 50 years along in 
age, the women have only moved 43 years. How do you account 
for this difference in the relativity of time as applied to the women 
as compared to the men? 

Mr. Musner. When the women lose their husbands of course they 
are not going to be reflected in this particular composition. When 
the husband loses the wife and picks up a younger woman, that is 
going certainly to spread the differential. 

(Of the record.) 

Mr. Musuer. Among the other items that we have quite a bit of 
information on is, the prior service of our individuals to the point 
where we can get good records of the 1924 to 1931 monthly com- 
pensation averages. The reason why we used 1924 to 1931 is that 
that particular period of time has been used as the base for the 
individual’s prior service compensation average. Then you will note 
that we also bring our records up to date by introducing the actual 
figures on earnings from 1937 to the valuation date, and the only 
place where we begin to look into a crystal ball is when we start 
projecting the wage scale into the future. 

I might. add also that as compared to previous valuations—and this 
is some “thing else that reduces the possible conservatism of any particu- 
lar cost estimate—the average earnings per service month have been 
stepped up. We used to have far lower scales of ear nings. ‘This is an 
important factor insofar as we have a formula which is quite bent at 
the $50 and $150 range. As you get beyond $150 the margin that 
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you have to bring down costs grows smaller. With the same aver: 
earnings, 1t costs more to support benefits uf the wage scale goes 
than if your wage was level. What | am saying, Senator, is that 
yous rted out with earnings of $150 as you entered the industry a 
continued for 30 years at $150 and then gave an annuity, and if 

annuity was paid under our system on the basis of $150, 1t wo 
cost you less as a percent of payroll than if you had an average wh 
your wages started below che $150, went above the $150, but 

over-all average gave you $150. The reason therefor is that wh 
you start getting vour good earnings section, the power of interest h 
not had a chance really to work effectively, whereas when you 


1 


your earnings right at the beginning and your interest can accumula 
to the point where a man retires, you can do more with less. It is t 
same sort of logic | was trying to develop the other day in connectio 
with the yearly renewable term insurance where you may start lo 
and you are away up high at the end; that vou are better off with 
level premium which might at the beginning look entirely too hig 
but on balance will cost less in dollars because you can actually a 
cumulate it to make it mean something. 

What I am getting around to saying here is that as your wag 
flatten out, the costs that are coming through now cannot be reduc 
considerably by further flattening. Iam arguing first that the flatt 
the level of your earnings, the lower the costs; that origmally you 
salary scale pattern was ol a sharply increasing nature. Initial eat 
ings are now much higher and since we have a $300 ceiling at least 
under the present act, we have flattened out the benefit scale, p 
vear of service, 1n consequence 

Senator Douatas. Because the difference has been dimimished? 

Mr. Musnuer. Yes; and because $300 is your automatic ceili 
So as vou raise whe initial level, you are that much closer to the ceili: 
Therefore, you can’t look backward on what was, but you have 
vo forward as to wha 


o be perfe UL) frank, is that you hs 


tb Cali still be 
' j . | 4 
The other side of the story 
opened up the $300 ceillag under S. 1347 ! anticipated that qué 


tion, Senator, and in connection with that as | develop the compa 
sons in these tables I will indicate that if examined from the b 
mark of the fourth valuation estimate, this opening up of the ceili 
actually reduces costs 
a > P | 1 4 l - 
Senator Dovaeuas. In the fourth valuation did they contempii 
raising’ the celling? 


\ir. Musuer. The fourth valuation contemplated a $300 


‘Olin 
Clilil 
rat 


( 
As | will indicate in my development, if you don’t change thi 


sumption, you stay at a S500 celling and whatever costs come throu 


| 


on that base must be unrealistic because you have not taken u 
account this raising of the ceiling. i take that into account as | w 
indicate in the development of the tables themselves. 

The subject of future payrolls, Mr. Maischeck has mentioned 
Ve ul along with the assule | arop in thre level ot employ ment that 
indicated via the CVC al process on page 5, until a hard core ts reach: 
im the year 1990 or so In this particular type of development. le 
that to your attention specifically in connection with the remarks 
will wish to make later in the comparative tables 1 and 2. 

The development of the payroll, as I indicated, has already be 
discussed, so that now I get on to the question of the level cost cal 

] } 


: 1] 
culations themselves and as to how the re quired tax rate is estabiusnes 
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After we have developed our various cost fae build up 
parate service tables by age at entry ee ake into account what 
e withdrawal rate will be, the retirement rate, tl tality rate 
| any other factor that comes into play, and each ice table gives 
1 Step by step the survivors 1n service of the original group as the 
de pleted bv the various decrements mentioned above. It is a 

y useful and fundamental tool in the present value calculations 
ithout which no actuary could properly make these computations 

Then various formulas go into the development, with which I do 

t wish to burden the Senator at the present time, but which have 
een spelled out in the various subsequent sections of the report. | 

echt add there is nothing more here than just plain algebra, so that 
appearances are deceptive The formulas are not as complies ated § 
hey look. I might add, however, that the reasoning is somewhat 
volved. 

Then on page 165 we go into the question of various reductions that 
should be taken in order to take a realistic appraisal of an actual 
ystem in operation. Incidentally, this type of question has been 

ferred to us by Senator Butler—is that correct, Mr. Matscheck 

has pointed out that various savings could be effected insofar as 


people would not file at the right time or else would not file at all, and 


he wondered whether we had taken those things into account I 
might say that we did in the fourth valuation and we certainly did in 
the present one. 
Senator Dovaias. That is people who did not take advantage of 
their claims for benefits. 
Mr. Musuer. That is correct, and people who will not. We, 
instance, take the position that if a person gets into the industry t 
ar and then leaves and never comes back, the chances are { 
that he will never bother us again. If he works in the railroad 
dustry for 2 years we reduce to 50 percent the probability that we 
look for a saving. If he works for 3 years we figure savings 1 
nly one-quarter of the eases, and thereafter we provi ‘or 
liability. So as to the question w hether we make : 
howing all possible liabilities, the answer is no: 
osition that certain claims will not be filed: we 
ertain savings will be made from recover 
he other factors where you can look for sa 
or in this fourth valuation calculation 
‘esent calculation because S. 1347 has 
hich is extremely effective in saving cost 
That brings us down to table A—30, whic 
ocks that [I have been talking about in 
ars on page 170, table A—30, of the 1949 
ferring unless I mention something else, Sena 
table refers solely to people who have had some 
ndustry up to the valuation date. New entrant 
completely from this particular analysis. 
Senator DouGLAS. he date is December 31, 1947 
Mr. Musuer. Yes, sir. It ineludes only people who had any 
elation to the svstem as employees up to that date Section 
that particular deve lopme nt has reference to our active employees 
On the second side we determine the liabilities, or shall I sav the 
present worth of all benefits, that will be paid to such employees 


hi 
ry 
i 





210 RAILROAD RETIREMENT LEGISLATION 


from here on in. Such benefits are based on service that they ha 
performed to the valuation date and also whatever service they wil] 
render thereafter. In other words, the figures shown there represent 
the present worth of all future benefits to present employees. 

Senator Doue.as. Those are liabilities. 

Mr. Musuer. Those are liabilities as we contemplate this particular 
development, that is correct, Senator. 

The same relationship holds under section B, where we don’t assume 
that the inactives are coming back any more. We just make an 
allowance with respect to service that has been rendered prior to 
their separation. 

Under section C we have something that is here with us today-— 
the people who already are on the rolls and with respect to whom 
no further taxes can be anticipated. 

And so on down the line, until we develop under section F, you 
will note, the total present value of all future benefits that will com 
through with respect to employees who had some relation to thi 
industry before the valuation date. May I repeat that those lia- 
bilities contemplate future service as well as past service. 

Senator Doua.as. Is this the total under F now? 

Mr. Musuer. That is correct, Senator. 

Senator Doveias. Which agrees with the sum of A, B, C, D, and E 

Mr. Musuer. That is correct. 

Senator Dovuaetas. Only classified on the basis of type of benefit 
rather than mere summation. It is a cross-section. 

Mr. Musner. That is correct. 

Senator DouGuias. Those total future liabilities are estimated at 
13.2 billions or were estimated? 

Mr. Musuer. In terms of present worth. 

Senator Dovuaias. Were estimated? 

Mr. Musnuer. Yes. That is why, Senator, when we were talking 
about table 3 I felt it perfectly all right to subtract what looked like 
apples from oranges. We have the funds on hand which can be used 
as an offset against those liabilities. I do not think it’ necessary to 
go into the various details as to how the final figure was determined 
in section G other than to say it is not a figure on a cash basis but 
on an accrual basis. It doesn’t differ considerably from the cash 
basis. You will note that we start out with a balance on hand on a 
cash basis of $1,269,000,000, and then by these adjustments which 
I don’t believe the Senator would want me to go through, we arrive 
at a balance in the account on an accrual basis of $1,159,500,000 
This is as of the fourth valuation date (December 31, 1947) as com- 
pared to the other figure 1 quoted in connection with the present 
tables 1 to 3 inclusive. 

Senator Douag.ias. The present table is 2.1 billion? 

Mr. Musuer. That is right. This is as of December 1947. The 
$2.1 billion that you mention is as of December 1950. 

May we refer the Senator to what amounts to the piéce de résis- 
tance, because it summarizes everything in one crack. Table A-31 on 
page 172, where you take the information that we de veloped on tabli 
A-30 and you will notice it is reproduced in section A in this particular 
table, A-31. 

B are the funds on hand. 





RAILROAD RETIREMENT LEGISLATION 211 


C represents the present worth of 1 percent of future payrolls. 
You will recall the future payrolls as of the fourth valuation were 
assumed at $4.6 billion. The present worth of 1 percent of that future 
payroll into perpetuity is $1,556,300,000. We then obtained a present 
value of 1 percent of future earnings of the present employees, and 
that is a realtively simple calculation on the basis of the assumptions 
which we make. Those present employees—and I am not talking 

about inactives or people on the rolls, they are out of the picture, but 
the present active employees with respect to whom you can look for 
further contributions—the present worth of 1 percent of their payrolls, 
and this is just as a vardstick and is not used for any other purpose, 
is $592.9 million. 

If the present worth of 1 percent of the total future payrolls is 
$1,556.38 million, then it automatically follows that new entrants 
will give rise to payrolls who present worth is the difference between 
the over-all figure and the present emplovee figures. It can come from 
no other source. That is a purely subtractive item. That is a figure 
that | recommend to the Senator’s attention for the moment, because 

has a bearing on the later discussion. 

Senator Dovetas. What is that figure? 

Mr. Musuer. That figure of $963.4 million as the present worth 
of 1 percent of payroll for all entrants into the system from here on in. 
It is people who never have had any relation to the industry as of the 

valuation date, but come on in hereafter. That is one of the important 
reasons Why we have to settle upon a payroll. It has a very important 
bearing on these calculations. 

Senator Doueuias. You speak of future entrants. Future entrants 
for how long in the future? 

Mr. Musuer. All the way out into time. 

Senator Dovua.as. Infinity? 

Mr. Musuer. That is correct, Senator. 

Senator Douatas. You have done a great job if you can encompass 
infinity. 

Mr. Musuer. It is a relatively simple job, Senator. 

Senator Douguas. Simple mathematically, perhaps, but I should 
think it would be extremely difficult practically. 

Mr. Musugr. That is correct, Senator, that is what we have done 
there. In effect it is a relatively simple proposition, with the as- 
sumptions you make, to determine for your present employees what 
the present worth of 1 percent of their payrolls is. 

Senator DouGuas. Present employees, I grant you. 

Mr. Musuer. That, I say, is $592.9 million. 

Senator Douctas. That is right. 

Mr. Musuer. If you assume—and that is the beauty at the mo- 
ment of this equivalent level payroll that Mr. Matse heck was talking 
about just a while back—that the equivalent level payroll is going to 
be $4.6 billion, then it is inescapable that you automatically know 
what the present worth of the payrolls of future entrants into per- 
petuity will be. That is a mathematical identity. 

Senator Dovetas. What you are depending on, then, is the cost 
accrued to perpetuity? 

Mr. Musuer. Yes. I am taking this development first, Senator, 
and then the development that you might very well prefer and 
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ordinarily the actuaries prefer, too. But taking vou through th 
analysis, | t <, will make the tables I presented far more meaningfu 
because each one of the figures showing present worth you appreciat 
now, I trust, can be translated into percents of payroll by dividit 
through by $1,556.3 million. That is, any liability figure that v 
be quoted henceforth in connection with the $4.6 billion payro 
provided that liability is first presented in terms of present wort] 
puts vou automatically in a position to translate the worth of su 
liabilities in terms of a percent of the $4.6 billion payroll; and that 

what we have been quoting in these tables that we first started out 

Senator Dovetas. C is simply D plus E? 

Mr. Musner. C is D plus E; that is correct, sir. 

| have mentioned that we consider new entrants completely 
arate from present emplovees. Incidentally, that tvpe of develo 
ment, while possible in a year-to-year projection approach, is no 
necessary there but is absolutely required here. The development wi 
have in connection with these costs is the following: We start ou 
with a typical group of new entrants, and may [ go backward for 
moment to indicate that we have obtained the age distribution of 
new entrants through the vears, and on the basis of those age dist 
butions we eventually take one that appears to be closest to the actu: 
situation. Once we have determined the age distribution of ne 
entrants we are going to use, and on the basis of the service tabl: 
which I originally discussed, and the various assumptions that go into 
the wage, service, benefit, emplovment, and the rest of the data, one 
can automatically determine what the cost of the benefits of a par 
icular system will be to new entrants coming in for the first time 

That is an exceedingly important figure in all present-value pension 
calculations. It represents what vou would need if you started from 
scratch, if vou started with individuals who were entering the industr 
for the first time and were able to collect taxes with respe ct to them 

Section F indicates, for a typical group of new entrants, that all we 
would need, according to the present system of ben Fite, is 7.87 per 
cent of the payroll. That is section F. We also happen to know what 
the present worth of 1 percent of the payroll for all future entrants is 
going to be; and that, of course, is $963.4 million. 

Senator Dougtas. | thought we had covered that. 

Mr. Musuer. I am saying we need that for the next time around 

If we multiply the $963.4 mn yy the normal rate of 7.872 for 
vour new entrants, we will end up with the total value of be te lig as 
of valuation date, that you will pay to your new entrants into per 
petuity. By this particular method you finally can arrive at the gros 
liabilities that will be established under the system. 

The present emplovees, we noted, involved $13,209.4 million. Th: 
new entrants are the difference between—and | refer the Senator to th 
next item, section G—the new entrants represent the difference be- 
tween the gross liabilities and those for present employees, that figure 
being derived on the basis of the normal rate for new entrants and 
what we know about the present worth of 1 percent of their future 
pavrolls. We know that via the assumption, with which the econo 
mists have a very great deal to do, as to what will be, in effect, the 
equivalent level pavroll from here on in. 

Senator Doveias. And you add to the $13.2 billion under item A 
of present-value benefits with respect. to cacinedin who entered 
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fore 1948, the second figure which is the produet of | percent of pay- 

lls for future entrants; namely, $963.4 million multiplied by 7.872? 

Mr. Musuer. That is correct. 

Senator DouGias. And add that to the $13.2 billion to reach a total 

present value of future benefits of $20,793 billion? 

Mr. Musuer. That is correet 

We know, going back to item C, which is present value of 1 percent 
of total future payrolls, that the present worth of that figure comes out 
» be $1,556 million. So if we divide that item into 

Senator Doueias. Which, in turn, is the sum of D plus E? 

Mr. Musuer. That is correct Lf you divide that into your total 

ibilities that we have established in section G, we have what amounts 
to the cost of all benefits from here on in as a percent of payroll if we 
iad no offsets whatsoever to look forward to. That is 13.361 

Senator Doua.as. ‘That is a percentage? 

Mr. MusHer. 13.361 is the rate that would be required against 
he $4.6 billion payroll, if vou had no other means of support, to 
handle all benefits under the Railroad Retirement System in accord- 
ance with the assumptions of the fourth valuation. However, there 
is available on hand, as of the valuation date, the ficure of $1,159 
million, so we can use that money, and what we do, in effect, is to 

anslate that into a percent of payroll by also dividing by $1,556 
million. We come out with an effective offset of .745. 

We then have to throw in our notion of what administrative costs 
will be, and that, of course, is an additive item on the liability side. 
So in deriving the net level cost as of the valuation date we have 
13.361 plus .10 for administrative expenses, but a subtractive allow- 
ance for funds on hand of .745. 


That looks like we depended quite a bit on perpetuity, so possibly 
table 31—A 1s 


Senator Douatas. Before you come to that. You come out with 


an estimated net level cost as of December 31, 1947, of 12.72. 

Mr. Musuer. That is correct. 

Senator Dovetas. May | ask, did that take into account the 
expected 20 percent increase in benefits? 

Mr. Musner. This figure? 

Senator Douauas. Yes. 

Mr. Musuer. It did. This was as of December 31, 1947, but took 
into account the benefit increases of the 1948 amendments. They 
are in. 

Senator Douatas. 5. 1347 proposes further increases, amounting 
roughly to 14 percent, according to the figures submitted. 

Mr. Musnuer. That is on the employee-retirement side, Senator. 

Senator Dovauias. On the retirement. What about the increase 
on disabilities? 

Mr. Musuer. When I say retirement, I am including all retire- 
ments. 

Senator Douctas. And also wives’ benefits? 

Mr. Musuer. That is correct. 

Senator Dovetas. Taking the wives’ benefit, that is 1.11, and the 
increase on the other would be 14 percent. 

Mr. Musuer. The figures are not comparable. 

Senator Dovetas. It looks as though all other items will come to 
around 14.0 percent, so you get 14 percent of 14 percent, which is 
roughly a 2-percent addition, and you get 3.11. 
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Mr. Musuer. As part of the picture. 

Senator Dovatas. That would seem to bring you to a cost of 
15.72, but you actually show only a total cost of 14.1. Somewhere 
along the line the System has improved its position by 1.6 percent 
in the years which have passed since 1947. 

Mr. Musner. No. I believe that is not the proper interpretation 
of those figures, Senator, because you have overlooked the following 
factors: First, this system contemplates getting rid of people with 
less than 10 years of service. 

Senator Dovetas. That is right. That is a gain of about 0.25 
percent, is that not true? 

Mr. Musuer. It is not that simple. 

Senator Dovuauas. Yes; I see it. 

Mr. Musuer. If you don’t mind, Senator, I would rather proceed a 
little bit, and I think I can clear up the very problem that you have 
just posed. I think I am pretty close to the end of my analysis here, 
and I hope that it will help clarify the meaning of the tables dealing 
with the presently proposed amendments. 

Il would like to get over to the other side of the story, because that 
type of presentation is ordinarily more to the liking of the pension 
actuary. 

Senator Dovetas. You mean table A-31? 

Mr. Musuer. Table A—31 had to go into the question of perpetuity, 
which has very little meaning for most people because it seems lik 
something out in the distance which you have nothing to worry about. 

The ordinary pension actuary wants to get something that he can 
put his fingers on and see whether he can keep costs in line. The 
alternative approach, in table A-3la you will notice, starts out rela- 
tively the same. You begin with the present worth of benefits with 
respect. to employees who entered before 1948. That is the same 
figure. 

You then take an allowance for the funds on hand, that $1,159.5 
million we discussed a moment ago. So the excess present worth of 
the future liabilities with respect to employees before the valuation 
date, over the funds on hand, leaves you with a balance that has to be 
taken care of—something like $12 billion. 

The present employee figure for 1 percent of payroll, $592.9 million, 
has been developed in table A—31, so that is not a new figure. 

Senator Dovetas. That is still based on perpetuity? 

Mr. Musuer. No; not the present employee figure. 

Senator Dovetas. I beg your pardon. 

Mr. Musner. The thought is this: Suppose we collected from 
present employees the rate that would have been satisfactory for new 
entrants as of the original date of entry; then all you would have to 
charge such present employees would be the new entrants’ rate of 
7.872 percent. If vou did that and took the discounted allowance of 
your future and present employee payrolls at the normal rate, you 
would find yourself with a deficit of 7.4 billion dollars. In other 
words, that is the future liability with respect to people before the 
valuation date, that would still remain uncovered if you charged the 
future payrolls of present employees at the normal rate for new 
entrants. 

Question: Where do you get the rest of the money? 

Senator Dovetas. Just a minute. How do you get E? 
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Mr. Musuer. E is the new entrant rate. 

Senator Dovatas. Future entrants? 

Mr. Musuer. That is right. 

Senator Dovetas. Does not that involve perpetuity? 

Mr. Musner. No. You can start out with any group of new 
entrants, and you follow them through. They won't live forever. 
At least, I don’t think they would. 

Senator Dove.ias. There would be constantly new people coming in. 

Mr. Musuer. [ am just talking about a typical group of new 
entrants—just one group. We are not considering recurring groups. 
We are just considering what would be required to handle a typical 
croup of new entrants. All they would need to handle their benefits 
is 7.87 percent of their payrolls. 

The methodology here is to try to develop what, in effect, is the 
excess liability that is being established insofar as you do not get 
a proper tax rate from present employees and that you gave them 
credit for prior service they never paid for. Or you can look at it 
another way: Suppose from here on, all payrolls, whether for present 
employee or new entrants, were charged at the new entrants’ rate of 
7.872, under those conditions the new entrants would pay their own 
way and the present employees would leave you with that net liability 
of $7.4 billion. 

At this point our method departs from the private actuarial 
approach. 

The general conservative methodology would be for somebody to 
pick up the check, usually the employer, by amortizing the $7.4 
billion lability over a definite period of years, 10, 20, 30, 40, or some- 
thing like that. Once that amortization would be accomplished, you 
could then go right down to the new interest rate of 7.8 percent. That 
would be the ceneral, normal method of funding the cost. That is the 
rationale for this particular type of accrued liability—normal cost 
approach. 

Senator Douaias. You find that on the average, in order to dis- 
charge the accrued liability for which contributions have been paid 
in the past, vou have to levy about 4.744 for everybody? 

Mr. Musuer. For everybody, over and above the new entrants’ 
rate of 7.872. 

Mr. Matscheck has mentioned that it doesn’t discharge the liability, 
which is true in one sense, but in effect it does, since you pay interest 
into perpetuity, and you pay off your deficit in perpetuity. That is 
cood enough mathematics and will work out properly. 

Senator DovGias. You come out with the identical figure? 

Mr. Musuer. That is correct. 

Senator Douauas. Is it by mathematical abracadabra that you 
come out at the same figure, or by what logic did you arrive at the 
same result by both methods? 

Mr. Musuer. | want to take you over that method, Senator, 
because you leaned toward this approach in table A-31—A the other 
day in your discussion with Mr. Schoene. We generally do it this 
way, and it is a very fast method. Practically speaking table A-31 
and table A-31—A together indicate that it is immaterial which method 
you adopt. If all these assumptions were the whole truth, if you could 
charge from here on a tax rate of 12.72 percent of payroll, you would 
always have enough funds to pay benefits when you needed them. 
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the thought that Mr. Schoene left with you, and that thoug! 


> 


mains as substantiated by the development of table A—31, evi 
though in table A—31—A you have a deficit analysis. 

Senator Douaias. Would you have a growing reserve under thi 

Mir. Musue You would have a reserve which eventually wou 
level off 

Senator Dor LAS l‘o zero? 

Mr. Musner. No. Under those conditions, the reserve you woul 
have would be such 

Senator Doua.tas. The initial figure, or less than that? 

Mr. Musuer. I wanted to indicate that the interest on that reserv: 
would have to be such that with a 12.72 percent rate on curre 
pay rolls, it would be sufficient to meet the ultimate benefit load. In 
other words, the difference between the two represents the interest you 
would have to draw from the reserve at that time. 

As of some point in time, you would level off in terms of benefi 
payments. I haven’t got that particular figure for you at the present 
moment 

Senator Douauas. I have a table which was submitted at th 
beginning by Mr. Leighty, which is identified as being from the Offic: 
of the Director of Research. | suppose Mr. Matscheck. 

Mr. Musuer. Yes. Does that give it, Senator? 

Senator DouGcuas. Yes. It goes to the year 2001, assuming present 
benefit rates, apparently 

Mr. Musuer. | think this would more or less be the thing tha 
would clinch this particular type of argument. May I say, Senator 
that the reserves that huve been developed here—and incidentally, | 
believe the Actuarial Advisory Committee are here as witness to what 
I am going to ay at the present moment—were originally derived on 
the basis of actual retirement experience in 1945, 1946, and 1947 
They represent a somewhat lower set of retirement rates than we 
finally used. We felt that the actual data for those 3 years—and 
I might also point out the year 1948 continues to bear out the trend 
would have warranted the use of these somewhat lower retirement 
rates as compared to those finally used for the fourth valuation. 

Senator DouGias. Yes, but you have already used that to offset 
the longer period of retirement indicated by declining mortality tables 
and increased expectancy of life. 

Mr. Musuer. | want to indicate, Senator, that the level rate from 
the projection that we ran here would be somewhat lower than 12.72 
That is the point | wanted to make at the moment. 

The reason, therefore, is that we, in our projection of reserves, 
which is not subject to the review of the Advisory Committee, decided 
for the purposes of illustration that we should take into account what, 
in our best judgment, seemed to be the more appropriate retirement 
rates. 

In connection with the point that you make, that leveling off point 
in this particular table is $7.9 billion. Three percent on that $7.9 
billion, plus income at the present tax rate of 12.5 percent, should be 
sufficient to take care of your disbursements in the year you level off. 

Senator Douaias. And thereafter? 

Mr. Musner. And thereafter, that balance would remain un- 
changed. 

Senator DouGias. So you would have in perpetuity a balance of 
$7.9 billion? 
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\lr. MusHer. Yes. If we did not have that, we 


required tax rate of something like 17 or 1S perce 


that reserve that keeps the tax rate within bound 
Senator DouGuas. That is correct, according to 
\ir. MusxHer. | am using these just as an illus 
presume it was introduced into the record for 

Senator Douauas. Is this correctly identified 
oming from your office? 

Mr. Matscueck. Yes. 

Mir. Musuer. I tried to explain why vou vy 


tbat 


wer level rate from this projection than indicated 
tion report, if | have identified the table properly 


The tables referred to follow 


mate of the progres 


Benefit disbursem«s 


NOTE Income and ot 
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Accrued taxable compensation by calendar year, 1937 49 


[Millions] 


Amount Amount 


Discussion off the record.) 

Senator DouGtas. I suggest that we recess until 10 o’clock to- 
morrow morning. 

Mr. Marscueck. The Actuarial Advisory Committee is here. Do 
you want them to stay over? 

Senator Douetas. Yes, by all means. 

Then I also want to make part of the record a letter addressed to 
me by Mr. J. Carter Fort, counsel for the Association of American 
Railroads, asking that the actuaries furnish certain information. | 
will make Mr. Fort’s letter a part of the record, and I would like to 
ask that the answers to these questions be furnished to Mr. Fort and 
for the record, jointly 

(The letter follows:) 

ASSOCIATION OF AMERICAN RAILROADS, 
Washington 6, D. C., Ap 30, 1951 
Hon. .uL H. Dow 
United States Senate, Washington, D. C. 

DEAR SENATOR Dot 1s: This is addressed to you in your capacity as chairman 
of the subcommittee of the Senate Committee on Labor and Public Welfare, which 
is now holding hearings on 8S. 1347, 5. 1353 and certain other bills to amend the 
Railroad Retirement Act and related acts. I speak for the Association of Amer- 
ican Railroads which plans to appear during the course of the hearings through 
two or more witnesses who will discuss the pending bill 

\ report of the Railroad Retirement Board on 8, 1347, dated April 24, 1951, 
addressed to Hon. James E. Murray, chairman, committee on Labor and Public 
Welfare, and si 1} J. Kennedy, Chairman of the Board, has been filed 


made a part of the record. Attached 
a statement and table dealing with the ‘‘cost of the 


erstanding 


bly, exhibit B was prepared DY the actuaries of the 


and that on the same day, 
Advisory Committee 


It is our advice that, at your direction, these 
] 


tnesses on Tuesday, May 1, 
nesses mem pe of the Actuarial 
of the Railroad Retirement Act 


hat when these actuaries appear as witnesses tl 


hey 
tion In response to the following questions which w 

1 important t he inquiry which your subecommitte 

icting 

What is the cost of the Railroad Retirement Act, as now in force and effect 


such cost to be shown in tabular form similar to the table purporting to show the 


cost of 8S. 1347 and appearing on page 3 of exhibit B of the Railroad Retirement 
Board’s report to Senator Murray of \pril 24, 1951. In preparing the table 
showing the cost of the present railroad retirement system the payroll of $5.2 
billion, which is used in the table dealing with 8S. 1347, should be used with an 
appropriate adjustment to reflect the fact that that table contemplates taxable 
compensation of $400 per month while the act now in effect contemplates taxable 
compensation of $300 per month. 

2. With respect to the table on page 3 of exhibit B of the Railroad Retirement 


Board’s report: 
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(a) Does the table on page 3 of exhibit B reflect the savings which it is contem- 
ated will be effectuated by the so-called integration between the social security 
stem and the railroad retirement system? 

b) If the answer to the previous question is ‘‘yes,”’ e xplain how the calculation 

as made for the purpose of determining the amount of such saving. 

Is there information in possession of the Railroad Retirement Board, or 
vailable to it, from which can be determined on a statistical basis the amount of 
ixes Which would have been paid by and on account of railroad employes if they 
ad been subject to social security coverage throughout and not subject to Rail- 
aad Retirement Act coverage? 

d) Is there in the possession of the Railroad Retirement Board, or available to 

information which shows the amount of social security benefits which would 

ave been paid to railroad employes if they had been throughout subject to social 
irity rather than to the Railroad Retirement Act? 

e) What statistics or other information was used as the basis for the calcula- 

on shown on the table on page 3 of exhibit B under item ‘‘A. Value of future bene- 
fits according to social security schedule on railroad compensation credited under 
Railroad Retirement Act * * * 6.27’? 

f) What statistics or other information was used as the basis of calculation 
hown in item B of the table? 

g) What statistics or other information was used as the basis of the calculation 
shown under item C of the table? 

h) Is it possible to derive, from the facts shown on the table, the total annual 
gain or acuaninge to the railroad retirement fund, stated either in percentage of 
payroll or in any other terms, of the contemplated inte gration between the rail- 
road retirement system and the social security system? If so, point out where the 

ecessary information is shown and the method of derivation to be followed. 

i) Does item A of the table represent, in terms of percentage of payroll, a 

ctor to be debited against the social security fund and credited to the railroad 
retirement fund to cover future benefits, according to the social security schedule 
for or on account of all railroad employees or certain railroad employees? 

j) Does item A of the table include future benefits with respect to railroad 
employes having less than 10 years railroad service? 

k) If the answer to the preceding question is “no,” is that because it is con- 
templated in 8..1347 that the Railroad Retirement Board will not pay bene- 
fits to employes with less than 10 vears railroad service but that these benefits 
will be paid directly by soc ial security? 

1) Item D of the table ‘‘Net value of adjustments with OASI trust fund 
{[A—(B+C)]’ appears as 0.24 percent of the payroll. Does this reflect the entire 
amount of saving to be effectuated by the integration between social security and 
railroad retirement which enters into the ‘“‘total net cost’? as shown on the table 
of 14.13 percent of the payroll? 

(m) Isn’t the saving from integration properly to be determined by adding to 
the figure of 0.24 percent of the payroll, shown in item D of the table, a figure 
to represent the gross saving to the railroad retirement fund (disregarding tax 
transfers) resulting from the fact it will be relieved of the payment of all benefits 
to employes with less than 10 years railroad service? 

(n) In percentage of the payroll, what would be the gross saving to the retire- 
ment fund resulting from relieving that fund from the necessity of paying benefits 
to employees with less than 19 years railroad service? 

(0) Bearing in mind that 8. 1347 provides for an integration between railroad 
retirement and social security with respect. to railroad employees with less than 
10 years railroad service but does not provide for such an integration with respect 
to employees with more than 10 years service (merely providing for a report at 
a future time as to such employees) is it not desirable to separate the savings 
from integration as between the employees with less than 10 years railroad service 
and employees with more than 10 vears railroad service? 

(p) Is it possible to make such a division from the information shown on the 
table? 

(q) What is the net saving (taking into account tax transfers) from integration 
reflected in the final total net cost figure of 14.13 percent of payroll, which results 
from the integration of social security and railroad retirement as to railroad 
employees with less than 10 years of railroad service? 

(r) What is the net saving from integration reflected in the total net cost 
figure of 14.13 percent of the payroll, which is due to railroad employees with 
10 years or more of railroad service? 


83931—51——-15 
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(s) Will you please prepare a table in a form similar to the table appearir 
on page 3 of exhibit B of the railroad retirement report, based on the assumptio 
that there will be no intergation whatever between railroad retirement and socia 
security, either as to employees with less than 10 years of railroad service or as t 
employees with more than 10 years of railroad service. 

(t) Please prepare a table in a form similar to the table appearing in exhibit B 
based on the assumption that there will be intergration with respect to employee 
having less than 10 years of railroad service but there will be no integration of 
any kind with respect to emplovees having more than 10 years of railroad servics 

Respectfully, 
J. CARTER Fort 


(The following letter containing the replies to Mr. Fort’s questions 
was subsequently submitted for the record :) 


RAILROAD RETIREMENT Boarp, 
Chicago, Ill., May 5, 1951. 
Hon. Paut H. Dovautas, 
United States Senate, Washington, D. C. 

Dear Senator Dovuatas: In his letter of April 30, 1951, addressed to you i 
your capacity as chairman of the Subcommittee on Railroad Retirement of tl! 
Committee on Labor and Public Welfare, Mr. J. Carter Fort included a series of 
questions which he desired to have answered by the actuaries of the Railroad R: 
tirement Board and the Actuarial Advisory Committee. In response to this 
request, answers are being given which, for convenience, are labeled to correspond 
with Mr. Fort’s numbered queries. May I note that the basic table to whic! 
Mr. Fort refers—the one appearing on page 3 of exhibit (B) of the Railroad 
Retirement Board report to Senator Murray of April 24, 1951—has been revise 
in our later calculations as shown in table 3 inserted into the record during the 
course of the combined testimony of Mr. Musher and myself on May 1, 1951. 
Particular attention is called to column 3 of such table 3, since the figures in this 
column represent our best current estimate of the costs of S. 1347. For this 
reason, it will be assumed in connection with the following answers to Mr. Fort’s 
questions that wherever he refers to the earlier table submitted in the Board’s 
report to Senator Murray, such reference is amended to apply -to column 3 of 
table 3 inserted in the record of the hearing before your committee on May | 
1951. Subject to such understanding, the answers follow: 

1. In accordance with our latest thinking on pavrolls—as reflected in thé 
Board’s estimate for S. 1347—the cost of benefits under the existing act, but 
subject to a $300 limit on creditable monthly earnings, comes to 12.60 percent of 
payroll. The latter figure represents the required level tax rate which would be 
needed to support indefinitely the benefit provisions of the present act. As 
indicated by the heading of the attached table, the equivalent level payroll is 
taken at $4.9 billion. The breakdown of costs under the existing provisions of 
the act follows: 

2. (a) If tables 1 and 2 are used in conjunction, then table 3 of the series of 
tables submitted into the record on May 1, 1951, does indeed “reflect the savings 
which it is contemplated will be effectuated by the so-called integration between 
the social security system and the railroad retirement system.” 
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TasBLE 1.—Cost estimate as of Dec. 31, 1950, for present railroad retirement benefits 
on the assumption of an equivalent level payroll of $4.9 ($300 limit on creditable 


monthly compensation) 
Cost as percent 
of payroll 


Retirement benefits _ 7 ; caches shea nd ee 
1. Age annuities, pensions, and options___ : ; 7. 76 
Disability annuities payable before age 65 a. ‘ 1. 46 


« 


) 
3. Disability annuities payable after age 65 


B. Survivor insurance benefits 


1. Aged widows’ and parents’ annuities 
2. Widowed mothers’ annuities 

3. Children’s annuities 

4. Lump sums 


Other costs 


1. Residual payments 
2. Administrative expenses 


), Summary: 
1. Total costs 
2. Reduction on account of funds on hand 


3. Net costs ‘ = 


Norr.—Except for the payroll assumption, all other cost factors and employ- 
ment assumptions of the fourth valuation were retained, 


b) The amount of the savings can be obtained as follows: Assume that there 
was no integration with social security; that the benefits of S. 1347 were available 
regardless of service; that the present postretirement work clause remained in 
effect; and that a $5.2 billion level equivalent payroll is realistic for the future 
but subject to employment assumptions of the fourth valuation). Then our 
best notion of the required net cost of S. 1347 would be 17.08 percent. Note 
that this estimated figure lies between the derived net cost of 17.89 percent 
shown in column 2 of table 1 and the corresponding 16.89 percent for table 2. 
The table references, of course, are to the series of tables inserted in the record 
of May 1. We have quoted the corresponding net cost in accordance with the 
actual provisions of S. 1347 as 14.12 percent. Thus, the saving from integration 
with social security can be taken as 2.96 percent. For convenience, a table is 
attached which furnishes a comparative breakdown of the costs of 8S. 1347 with 
and without social security integration. 

(c) Yes, there is information in possession of the Railroad Retirement Board 
which permits a rapid calculation of the amount of taxes which would have been 
paid by and on account of railroad employees if they had been subject to social 
security coverage to date. The wage and compensation tables which are pub- 
lished annually by the Board represent the basic source of such information. 

(d) The Board has wage and benefit histories gathered with respect to em- 
ployees from 1937 to date. The Social Security Administration keeps corre- 
sponding records based on social security wages. Such records could be collated 
on the basis of a carefully selected sample study to yield the type of information 
required to determine what additional social security benefits would have become 
payable had railroad compensation been included within the definition of social 
security wages since 1936. 

(e) The question raised in this section of Mr. Fort’s letter relates to the com- 
bined effect of sections B and C of table 3 inserted into the record on May 1. 
In order to calculate benefits according to social security formulas on the basis 
of railroad compensation and social security wages combined, there was first 
utilized the material pertaining to railroad service as developed for the purposes 
of the fourth valuation. The addition for social security employment had to be 
approximated of necessity. Certain arbitrary assumptions were therefore made 
as to average social security earnings per railroad worker before entry into and 
after withdrawal from the railroad industry. 
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Comparative costs of benefits under S. 1347 with and without social secu 
integration based on $5.2 billion equivalent level payroll } 


Cost as a percent 
payroll based on 


tem 
Benefit 


provis 


of S 


Actual 
provisions 
of S. 1347 aa 

only 2 


A, Railroad Retirement Board benefits and admir itive expenses 


Age annuit pensions, and options 
Disability annuities payable before 65 
Disability annuit payable after 65 
Wives’ benefits 
Aged widow annuitie 
6. Widowed mothers’ annuities 
7. Children’s annuities 
Insurance lump sums 
9. Residual payments 
10. Allowance for maximum and minimum provisions 
11. Administrative expenses 


. Benefits according to social security formulas based on compensation and 
wages for cases adjudicated by the Railroad Retirement Board 


1. Employee retirement benefits 
2. Wives’ benefits 
3. Survivor benefits 


. Social security benefits based on wages alone for cases also adjudicated by the 
Railroad Retirement Board 


1. Employee retirement benefits 
», Wives’ benefits 


. Excess of social security taxes on railroad payrolls during 1937-50 over addi 
tional social security benefits which would have been payable if railroad 
earnings were credited 

Social security taxes on railroad payrolls after 1950 
F. Funds on hand 


G, Summary: / 
1. Railroad Retirement Board benefits and administrative expenses (A 


2. Reimbursements from OASI (B—C 5.90 


3. Amounts due OASI (D+E) 5. 65 
4. Funds in railroad account (F 22 
5. Net costs [(1)+(3) —(2 4)] 14. 12 


1 Based on employment assumptions of fourth valuation and taking into account wage rate increases to 


date 
2 Contains postretirement work clause of present act and provides benefits to employees regardless of 


service, 


(f) The effective social security tax rate on future railroad payrolls was ob- 
tained by applying against an estimated series of railroad payrolls in future calen- 
dar years of time (subject to a $3,600 limitation on earnings per individual 
combined step rate tax schedules of the Social Security Act; that is, 3 percent 
against the payrolls of 1951-53, 4 percent against the payrolls of 1954-59, etc 
These individual products were discounted with 3 percent interest to the present 
date, and then the resulting aggregate sum was divided by the present worth of 
1 percent of future railroad payrolls (subject to a $4,800 annual limit per employee 
to derive the equivalent social security tax as related to the total railroad cerditable 
payroll. 

(g) The basis of the calculations which result in a $700 million liability to the 
Social Security Administration on a cash outlay basis is admittedly rough. Cer- 
tain comparisons were made on the basis of relation between railroad retirement 
and social security coverage. Modifications were introduced to take into account 
that the railroad retirement system comprises an older age group with relatively 
few female workers and one in which seniority plays an extremely important 
part. A proper sample study is contemplated if the provisions of 8. 1347 are en- 
acted into law. We do not believe, however, that the final figure to be earmarked 
to social security will differ from the preliminarily quoted figure of $700 million 
by more than $100 million on either side. 
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} The question raised here can be answered by referent to the figures quoted 
table 2 of the present letter. 

j, and k The moneys that will be transferred from the social security fund 
the railroad retirement account as a credit relate to additional social security 
efits which would otherwise have been payable with respect to railroad em- 


vees with more than 10 years of railroad service. For employees who have 


ered less than 10 years of service, social security will pay add social 

iritv benefits, taking such service into account; the additional benef n such 
ises being paid directly to the employee or his survivors. 

1) The 0.25 percent of payroll representing the net reimbursement from the 

OASI trust fund to the railroad retirement account (item G-—2 minus item G—3 


l I 
f 


of table 3) does not reflect the total savings on account of integration with social 
Se ( irity. 

m The savings from integration come from three sources: a The net reim- 
bursement from the OASI trust fund to the railroad retirement account; (6) the 
elimination of railroad retirement benefit credits to people with less than 10 years 
of service; and (c) the modification in the postretirement work clause provisions. 
As indicated previously, the total savings come to about 2.96 percent of payroll. 

n) The gross savings to the retirement fund resulting from relieving that fund 
of the necessity of paying benefits to employees with less than 10 years of railroad 
service comes to approximately 134 percent of payroll. 

o)-(t) The questions raised here have been answered in one form or another 
inder the previous sections. One additional item of information may be pertinent 
in shedding some light for further analysis. It should be mentioned that the 
withdrawals with less than 10 years of service comprise about 17 percent of the 
total taxable pay roll. Or, to put it another way, $1 in every $6 which is subject 
to railroad retirement taxes comes from individuals who leave the industry with 
ess than 10 years of railroad service. The other five-sixths represents the taxable 
payroll of employees with respect to whom adjudications will come into being 
inder the railroad retirement system. 

One final remark might well be in order. With respect to the social security 
taxes which are earmarked for transfer from the railroad retirement account, it 
can be said that under S. 1347 the Social Security Administration will be furnished 
with more funds than necessary for meeting the cost of additional social security 
benefits to individuals who rendered less than 10 years of railroad service. On 
the other hand, the railroad retirement account will stand to gain considerably 
in connection with social security benefit reimbursements directly to that account 
at the social security level in that area of adjudication involving individuals with 
more than 10 years of railroad service. 

Respectfully, 
WALTER MATSCHECK, 
Director of Research. 
ADDENDUM 


The following changes in our reply to Mr. Fort’s letter may be considered 
helpful in rounding out the discussion. 

Page 3, paragraph dealing with question 2 (b), add the following sentence: 
“Exeluding the reduction which oecurs solely because of the change in the work 
clause provisions, the remaining savings from integration would be 2.02 percent.” 

Page 4, footnote 2, add the sentence: ‘‘The introduction of the work-clause 
provisions of S. 1347 would change the net cost from 17.08 to 16.14.” 

Page 5, first sentence of paragraph dealing with question 2 (g), change to” read 
as follows: ‘“‘The basis of the calculations which result in a $700 million dollar 
liability to the Social Security Administration on a cash basis (shown as 0.40 
percent in table 3 when related to a $5.2 billion payroll) is admittedly rough.” 

Page 5, paragraph dealing with question 2 (m), add a sentence to read: “ Ex- 
clusive of the reduction arising from the change in the work-clause provisions, 
the net savings from integration become 2.02 percent.” 

Page 5, paragraph dealing with question 2 (n), add sentence to read: “Taxes 
at the social security rate have already been provided for such employees in 
sections D and E of table 3.” 


(Whereupon, at 4:45 p. m., the hearing was recessed until 10:30 a. m. 
Wednesday, May 2, 1951.) 
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WEDNESDAY, MAY 2, 1951 


SUBCOMMITTEE ON RatLroap RETIREMENT 
LEGISLATION OF THE COMMITTEE ON 
LABoR AND PusLic WELFARE, 
Unirep Srates SENATE, 
Washington, PPC. 

The subcommittee met, pursuant to recess, at 10:30 a. m., in the 
Old Supreme Court room, the Capitol, Senator Paul H. Douglas, 
chairman of the subcommittee, presiding. 

Present: Senator Douglas. 

Also present: Paul L. Badger, member professional staff. 

Senator Douaias. Mr. Mushet, are you ready for the ordeal this 
morping? 


TESTIMONY OF WALTER MATSCHECK, DIRECTOR OF RESEARCH, 
AND JOSEPH MUSHER, CHIEF ACTUARY, RAILROAD RETIRE- 
MENT BOARD—Resumed 


Mr. Musner. I don’t know whether I am, but I will jump right in 

I believe when we recessed last night we were going through the 
final calculations involved in the 1949 report, page 173, table A—3la. 
[ had stressed the importance of the fact that the adequate normal 
rate for new entrants under the present act is 7.872, which is item E, 
as compared with the existing tax rate of 124 percent. So, in effect, 
the combined tax rate that emerges with respect to employment of 
new entrants is redundant as far as their own benefit costs are con- 
cerned—is more than is necessary to finance them—and that the 
differential between the combined tax rate actually being charged for 
those new employees, that is 12% percent, and the 7.872 can be used 
to help meet the accrued liability that we have developed in this 
alternate presentation of table A-31. It is for that reason that, 
although you initially start out with an approach which utilizes the 
new entrant rate and a resultant $7 billion deficit present valuewise, 
the fact that under the system the actual taxes are not at the new 
entrant rate but rather at 125 percent gives you the extra margin to 
cover that particular liability. 

Senator Dovatas. In other words, future entrants would pay not 
only the sum necessary for their own protection, but also the claims 
for prior service, for service prior to the passage of the Railway Retire- 
ment Act. 

Mr. Musuer. And the prior service, in addition, Senator, prior to 
the valuation date for present employees as well, and may I call to 
your—— 

Senator Doveias. May I ask this question? Is it all future 
entrants who will pay for this excess, or the future entrants only for a 
period of years? 

225 
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Mr. Musner. Under this type of financing where vou have a w 
form tax rate of 12 percent throughout, all new entrants herea! 
pay that excess cost. 

Senator Dove.as. Into prepetuity? 

Musuer. That is right 

Senator Douauas. World without end, amen. 

Mr. Musner. That is more or less correct, sir. I should like 
point out something else because it has an extremely important beari: 
on the three tables that were mimeographed and supplied to the cor 
mittee the other day. I call the Senator’s attention to the value ¢ 
benefits with respect to active employees that we established o 
page 170. You will notice with respect to active employees—and | 
am not considering at all at the moment the liabilities with respect to 
people already on the rolls, from whom no further contributions ca: 
be expected, obviously—that the liabilities for those individuals cony 
to a present value of almost $10 billion. That is section A whi 
includes age annuities, disability annuities, and survivor jem ni 
benefits. And in connection with table A-31 and table A-3la th 
present value of 1 percent of the future payrolls of such ao em 
ployees is $592 million, which means in effect that the benefits o1 
account of present employees would cost more than 16 percent of thei 
own future payrolls. In other words, the future benefits for such 
employees would require a tax rate of more than 16 percent. 

Senator Doucias. That is because of their prior service? 

Mr. Musuer. Their prior service for one, and their older ages 
compared to new entrants, for another, both of which I think a: 
equally important. 

Senator DouGias. Therefore, since they are of older age vou will 
have future vears of contribution to provide for years of retirement. 

Mr. Musuer. That is correct. 

Senator Douc.as. This is particularly acute on the railroad because 
there were very few workers hired during the period from 1926 to 
let’s say, 1937, so that you lost almost 10 years of normal entrants 
There is that age gap in the railway personnel, isn’t that true? 

Mr. Musuer. I would say that is correct, Senator. 

The other side of the coin for present employees, is represented by 
the reserves that have been accumulated to the valuation date 
They came from present employee contributions as well as from people 
already on the rolls. But may I point out that the liability with 
respect to people already on the rolls—and I refer your attention to 
table A-30, again, item C—the liability for people who already are 
collecting benefits, and this, of course, is as of the fourth valuation 
date is $2 billion. In other words, the funds on hand can’t even 
cover the incurred liabilities of past employees; at the same time th: 
cost of benefits for present employees is sizably above the actual tax 
rate we are charging them from here on. 

That I think is the essence of the valuation story as it applies to 
the present act. 

Senator Dovcias. Are you through with that part of your 
testimony? 

Mr. Musuer. [ am, sir. 

Senator Dove.as. We discussed briefly yesterday the table which 
was submitted by Mr. Leighty, but apparently prepared by the 
Office of Director of Research on the estimated amount in the research 
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fund at the end of successive years under the present system of 
benefits. I believe I identified this table or perhaps Mr. Matscheck 
dentified it as being prepared by you. 

Mr. Marscueck. By Mr. Musher. 

Senator DouGias. I see. You prepared this statement? 

\ir. MusHer. More exactly, it was prepared in the actuarial office, 
and I had responsibility for its preparation. 

Senator DouGLAs. As I understood it, you said that the reserves, 
after being approximately $8 billion in the year 2000, would not fal 
below $7,900 million. 

Mr. Musuer. In this development. 

Senator Douaras. Under existing benefits 

Mr. Musuer. I wanted to make a statement on that particular 
point, especially since I was going to try to show today that whether 
vou take a present value approach, or with the same assumptions 
vou develop a projection of disbursements year by year, each method 
will give you exactly the same information in terms of the required 
level tax rate, to produce adequate income hereafter for sound finane- 
ng of the benefits provided. 

In connection with this particular projection I must say that it is 
not in exact correspondence with the final assumptions of the fourth 
valuation report. Wheo we originally made our calculations for 
that valuation we used a set of retirement rates which seemed sufli- 
ciently conservative to us on the basis of the 1945 to 1947 experience. 
When I say “we,’’ I mean the actuaries at the Railroad Retirement 
Board. Our data are reviewed by the Actuarial Advisory Committee 
of the Board, which consisted at that time of Mr. Reagh, Mr. Holran, 
and Mr. Buek. Mr. Matscheck and I attended a discussion with 
them on the preliminary cost estimate of this valuation. They felt 
that possibly we had been taking too optimistic a point of view on 
retirement rates insofar as we were using’ a period of re latively favor- 
able employment as the basis. 

Senator DouGias. What had you been using? 

Mr. Musuer. We had examined the 1945, 1946, 1947 retirement 
picture, and then adopted rates for the preliminary cost estimate 
which were somewhat higher than shown in those years because 

Senator Dovetias. That is, the ages at which men retired? 

Mr. Musuer. Yes., We had gotten rates of retirement 

Senator Dova.as. Is that where you got your figure of 68 percent 
being the average rate of retirement or is that a subsequent figure? 

Mr. Musner. That is an average figure, whereas actually we de- 
veloped rates of retirement age by age in our calculations. 

Senator Dovatas. I know, but taking that as an average age figure, 
was that in the 1947 fourth valuation? 

Mr. Musuer. In effect the retirement age for people 65 and over 
would be about 68 years of age. 

Senator Dovetas. That is in the fourth valuation? 

Mr. Musuer. You see, we don’t quote any such figure in the 
calculations themselves. 

Senator Douatas. I know, but I want to find the basis. That is 
essentially what vou took. 

Mr. Musuer. Yes. 

Senator Dovetias. You say you thought that was excessively 
optimistic? 
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Mr. Musuer. I didn’t say I thought so. 

Senator Dovetas. Oh, that the Board of Actuaries—— 

Mr. Musuer. I wish to point out that the Advisory Committ 
explained that we were, and as a matter of fact I think thev were \ 
within their rights to be careful. The committee emphasized the f; 
that the original retirement rates intended for use by the Boa 
actuaries related to a period of full employment, that we had no 
seen the retirement picture during a depression period or at lea 
during a recession, and that in view of such considerations would 
not be more advisable to continue to use the 1938-41 retirement rat 
experience for our valuation estimates. Those are the prewar reti! 
ment rates. 

Senator DovuGias. What were those rates as compared to the 1945 
to 1947 rates? 

Mr. Musuer. Those rates are higher. 

Senator Dovae.tas. That is, retired at a more advanced age. 

Mr. Musuer. No. 

Senator Dovetas. At a lower? 

Mr. Musuer. At a lower average age. 

Senator Dove.as. At a lower average age. 

Mr. Musner. That is right. 

Senator Dove.ias. And therefore had a longer period of obtaaining 
benefits. 

Mr. Musuer. That is correct, sir. 

Senator Douetias. And hence a heavier burden on the fund. 

Mr. Musuer. That is correct, sir. 

Senator Dovetas. How much lower was the average age of retire- 
ment? 

Mr. Musue_er. In terms of the retirement rate, I can’t answer that 
question directly. 

Senator Dovatas. That is an essential fact. 

Mr. Musuer. Yes. 

Senator Doua.ias. That is crucial to the whole thing. 

Mr. Musuer. Possibly this would give some notion as to its effect 

Senator Douauas. I want to have the exact average retirement age 
put in the record for the years 1938 to 1941, because that is absolutely 
crucial to compare with the 68-year average for the years 1945-47. 

Mr. Musuer. Mr. Chairman, may I submit for the record the aver- 
age ages for people retiring at 65 and over during the calendar years 
indicated? 

Senator Dovaias. Yes; I think that would be well. In fact, | 
think it would be well for you to do that by years from the begin- 
ning on. 

Mr. Musuer. And what comes through on the basis of the assumed 
rates of retirement by age from which you can also get an average age 

Senator Douaias. May I ask what has happened since 1947? Has 
the average age of retirement gone up or gone down? 

Mr. Musuer. The effective average age at retirement in 1948 has 
been close to the experience of 1947, and that type of average age is 
higher than assumed in fourth valuation. 

Senator Dovetas. That is how much higher? 

Mr. Musuer. That is a question I would like to submit for the 
record. 
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Senator Doveias. Didn’t you bring those figures down with you? 
Phat is essential. 

Mr. Musuer. I say we can get those figures rapidly for you, but 
our calculations do not require that type of approach, Mr. Chairman. 

Senator Dova.as. It is absolutely essential. 

Mr. Musner. I will get that information for you for what light it 
will add to the subject. 

Senator DouGrias. Can you get it today? Will you telephone to 
Chicago for it? 

Mr. Musuer. We can develop it today and have it ready for to- 
morrow morning. 

Senator DovuGtas. I should think you would compute your average 
age currently of retirement for each year. 

Mr. Musner. Mr. Chairman, we are somewhat more accurate in 
our presentation. We don’t use an average. We use a distribution 
by ages. Therefore, we are concerned with the proportion who retire 
at 65, at 66, and 67, and so forth. 

Senator Douc.ias. That is the weighted average. 

Mr. Musuer. And we have to throw in the effect of interest into 
the calculation. So in effect it is a more precise methodology than the 
one suggested by the chairman, but I appreciate that is a relevant 
question from the point of view of information. 

Senator Douaeuas. Let me ask you this. As I understand it, the 
rough average for 1945, 1946, and 1947, was 68 years; for the period 
1938 to 1941 it was less than 68 years. 

Mr. Musuer. Mr. Chairman, I would rather present those figures 
as we develop them because these are informational figures and were 
not used in the calculations. I would prefer to have it that way if you 
don’t mind, Mr. Chairman. 

Senator Dovetas. All I am saying is less than. 

Mr. Musuer. Yes, less than. I don’t know whether it would be 
68 or not. 

Senator Doue.as. As to 1948, 1949, and 1950? 

Mr. Musuer. In 1948 the average age at retirement, as used by 
you, Senator— 

Senator Douauas. Was it more than 68 or less? 

Mr. Musuer. Has been about the same as 1947. 

Senator DouGias. Which was about? 

Mr. Musuer. I would like to leave that question open, sir. 

Mr. Leiecuty. Mr. Chairman, let me suggest that on page 112 of 
the report of the Board for 1950, at the bottom of the page, full age 
annuities, it shows the average age on which annuity began, beginning 
with 1936 for the full age annuities. It shows the average age on full 
age annuities for each of those years in the third column. 

Senator Dovaias. This shows a general downward trend. 

Mr. Leicury. It started at 70.4 and it got down in 1943 to 67.4. 

Senator Dove.as. Those are all annuities. 

Mr. Leiautry. No; those are full age annuities. 

Senator Douctas. I see, yes. 

Mr. Musner. Mr. Chairman, I think Mr. Leighty’s point is well 
taken here, and that the full annuity cases in effect can be considered 
as the averages for age 65 and over. 

Senator Dovuetas. I am going to ask that the second part of table 
B-13 page 112 of the Railroad Retirement Board Annual Report for 
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1950, beginning with the full age annuities, be made a part of the reco: 
at this point. 
(The table referred to follows:) 


TABLI B 13. Retirement annuities Number and selected ave rages, 
annuity and by year in which annuity began, 1936-49 


awa Average years Average monthly 
* of service compensation 
i 
da 
— After After 
otal 


1936 ! 1936 ! 


lotal 


Reduced age annuities 


Cumulative 
through 1949 


1936 
1937 
1938 
1939 
1940 
1941 

1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 


See footnotes at end of table, p. 23 
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TaBLE B-13.—Retivement annuities: Number and selected averages by type of 
annuity and by year in which annuity began, 1936—-49—Continued 


Average Average years Average monthly 


Pe reent age on of service compensation Average 
of all 


Number = date i monthly 
annul t 
ties annuity ‘ _ amount 

began tal 


Disability annuities 


Cumulative 
through 1949 111, 05 


Based on the number of annuitants with some creditable service after 1936. In approximately 39,900 
ises, annuities were based entirely on service before 1937 


NOTE Annuities awarded through June 1950 are distributed by ye a eeee ithey began. Datainclude 

estimated number of awards still to be made after June 30, 1950, with beginning dates in 1949 and earlier- 
Annuities increased under the 1946 and 1948 amendments are shown accc ediee te Oy) ‘hohe original charac. 
teristics before the increases, except that nulative figu s reflect all changes in at nuities effected through 
June 10, 1950 


Senator Dovetas. The full-age annuity shows relative steadiness 


from 1939 on at somewhere around 67.7 years. 

Mr. Musner. Mr. Chairman—lI don’t know that it adds very much 
other than to the confusion 

Senator Douatas. There is no confusion. 

Mr. Musuer. It shows the experience for the fourth valuation— 
for the years 1938 to 1941. ‘The point that the Senator makes I think 
is not as clear as it appears offhand. 

Senator Dovetas. My rough figure, talking about 1938 to 1941, 
comes out at a little under 68 years, but not more than one-tenth 
under 68 years, about 67.9. The average for 1949 is 67.7. So I do 
not see any marked change in age of retirement. What we do have, 
however, of course, is the greater expectancy of life beyond this 
period. 

Mr. Musuer. That is one thing, Mr. Chairman, an average, in a cer- 
tain sense, is somewhat misleading—but on the other hand the ordinary 
“average’’ will not necessarily give you the same type of cost that we 
derive. In other words, you can have two types of age distributions 
giving the same average and yielding sizably different costs. 

Senator Dovetas. | appreciate the fastidiousness of mathema- 
ticians and actuaries in such matters, but we have to take the best 
measure that we can, and it seems to me that average age at retire- 
ment on full annuities is about the best single figure that we can get. 

Mr. Musuer. Mr. Chairman, for instance let me present this type 
of reasoning to indicate a point. Supposing we had half our people 
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retiring at age 65, and the other half retiring at 70, then you would get 
a substantis ily different cost story from that for everybody retiring at 
age 67%. That is where your averages lend to some confusion 

Actually what has been happe ning is that there has been a shift to th 

left along with a sharp drop in the height of the curve of retirements 
by age. 

Senator Dovcias. Have you plotted your ages of retirement? Is 
there asymmetrical distribution or symmetrical distribution of the a 
of retirement about the mean? 

Mr. Musuer. The distribution of employees is such as to effect 
a heavier cost when you apply the 1938 to 1941 retirement rates to 
them even though the average age of the resulting number of 
pected” retirements appare ntly remains relatively the same as that 
for the actual number of retirements which have been coming through 
in particular calendar years of time (1945-47). 

Senator Douvetas. Because of the differing age composition? 

Mr. Musuer. Because of the differing age composition, that is 
correct, sir. 

Senator Dovetas. What you had in 1938 to 1941 was a large num- 
ber of people 

Mr. Musuer. Retiring toward this end. You had a retirement 
curve with a skew toward age 65. That will do it when you take into 
account the differing rates of retirement which, to begin with, do not 
go up in a straight line. I can’t explain it completely other than to 
say that a straight arithmetic average can lead to very erroneous 
results sometimes, and we have a case in point right here. It would 
appear that the costs should have been the same if the average age 
remained constant and yet the point I wish to make is that originally 
we got a cost of 12.42 percent using the distribution 

Senator Dove.as. That is cost for past benefits. 

Mr. Musuer. No. The cost for the fourth valuation, using the 
incidence of retirement based on the experience of the years 1945 
to 1947 

Senator Dova.as. 12.72. 

Mr. Musuer. Using hie 1945 to 1947 data as a guide, we 
developed a required rate of 12.42 percent for sound financing. 

Senator Dovetas. The figures on page 173 of the 1949 report 
are 12.72. 

Mr. Musuer. That is correct. The 12.72 figure was obtained 
when the Advisory Committee suggested that we use the retirement 
rates based on the 1938 to 1941 experience, instead. 

Senator Doveras. And that lowered it to 12.42? 

Mr. Musuer. And that increased it to 12.72 percent. 

Senator Dovatas. I see. 

Mr. Musuer. That is the figure that has been quoted in the fourth 
valuation. So the incidence of retirement age by age does change 
the cost picture considerably. I want to mention that specifically to 
indicate that we have used the original retirement rates based on 
later experience in this projection. 

Senator DouGias. For what years? 

Mr. Musuer. 1945 to 1947. 

Senator Dovuctas. This table which I hold in my hand which we 
will identify as the Leighty table, so-called, submitted by Mr. Leighty 
though not prepared by him, is based on 1945-47 retirement rates. 
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Mit Musuer. I would say that the rates we used were somewhat 

igher than 1945-47. We originally recognized that 1945 to 1947 
ates might be too low for valuation purposes because they relate to 

period of full employment. We made some allowance by increasing 

ch rates, but our take-off point was from the 1945 to 1947 rates as 
ctually experienced. 

Senator Doua tas. Where did you take off to? 

Mr. Musuner. Beg pardon, sir. The rates we used for the Leighty 

ible were still lower than those based on the 1938 to 1941 experience. 

Senator DouGc tas. When you say they were lower, you meant a 
lower age of retirement? 

Mr. Musuer. No; lower retirement rates mean a higher effective 
average age of retirement. Lower retirement rates mean that fewer 
people get out when eligible and therefore the age of retirement is 
postponed, 

Senator Dovuatas. Let’s get this clear. It is like the old orders, 
when you put your helm to the starboard you want to send your 
ship to port, and so forth. Let us see if we can’t use our terms clearly. 
Would you state again what the assumption concerning retirement is 
in this table? 

Mr. Musuer. In this table; yes, sir. 

The rates of retirement used for this table are somewhat lower—— 

Senator Dovaetas. Rates of retirement. What about age of retire- 
ment? Please talk in our terms. 

Mr. Musner. We have something of a dilemma, which we showed 
just awhile ago, but generally if the rates of retirement are lower, then 
the average age of retirement will be higher. I say speaking gene rally. 

Senator Doveras. You say this table is prepared with a higher 
average rate. ; 

Mr. Musuer. Higher average age of retirement, from among an 
original group of eligib les at age 65. 

Senator Douatas. Than? 

Mr. Musuer. Than used for the fourth valuation itself. So it re- 
duces disbursements. 

Senator Douactas. This minimizes disbursements. 

Mr. Musuer. That is correct. 

Senator Douauias. And therefore gives the most favorable picture 
of what the reserve will be. 

Mr. Musuer. That is correct, sir 

Senator Dovuetas. By how much did you raise the retirement age 
and reduce the retirement rate? 

Mr. Musuer. That is the point I was getting around to. 

Senator Doua.as. It is not enough to say you did it, but how much? 

Mr. Musuer. I was going to say what the financial effect of that 
was, Mr. Chairman. With the retirement rates used in effect for Mr. 
Leighty’s table, the required rate to keep the system in balance would 
be 12.42 percent of payroll. 

Senator Douetas. Let me get that statement. Then did you go 
back to 1938-41? 

Mr. Musuer. For the fourth valuation? 

Senator Douauas. No; but for this table? 

Mr. Musuer. No, sir. 

Senator Dovuatas. This is Leighty’s table? 

Mr. Musuer. That is correct, sir. 
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Senator Doueias. You needed 12.42. Oh, 12.42 is the 1945-47 
figure. 

Mr. Musner. That the 1945-47 experience served as a basis would 
be more correct, sir. Let it go at that for the moment. 

Senator Dovetas. That is the 12.72 figure? 

Mr. Musuer. 1945 to 1947 is the 12.42 figure. The fourth valuatio: 
rates which we finally adopted for the report itself were based on 1938 
to 1941 experience, which yields a 12.72 figure. 

Senator Doveias. And the 1945 to 1947 figure was 12.42. 

Mr. Musuer. That is correct, sir. 

Senator DovuGtias. You used in this table what, 1945-47? 

Mr. Musner. That is correct. 

Senator Dovetas. That is the so-called Leighty table? 

Mr. Musuer. That is correct. 

Senator Dovuatas. Let me make this clear for the record. The 
table submitted by Mr. Leighty, prepared by you, stamped from thy 
Office of Director of Research, is based on the assumption that th: 
retirement ages and rates will be those for the years 1945-47. 

Mr. Musuer. I would prefer to say based on because we took 
somewhat higher figures than those. 

Senator Dova.as. All right, based on. Then you took a high 
retirement rate and a lower average age than 1945-47. 

Mr. Musuer. Would you kindly repeat that question. 

Senator DouGtas. 7 the adjustments which you made you say it 
is not precisely 1945-47, but you took 1945-47 as a base. 

Mr. Musuer. That % correct, sir. 

Senator Doveras. In which way did vou depart from this base? 

Mr. Musner. The retirement rates are somewhat higher. 

Senator DouGuas. And the average age is somewhat lower. 

Mr. Musu_er. It would be somewhat lower. 

Senator Dovaias. How much higher is the average retirement rate 
how much lower is the average retirement age in this table as compared 
with the average for 1945-47? 

Mr. Musuer. I should like to submit an answer to that question 
for the record tomorrow, Senator. 

Senator Douatas. Look, this is crucial. You may not take these 
figures lightly. You can throw them out in all directions, and you 
can say pick one, and if you don’t like this one take another, but we 
have to try to get the most probable one because we want to get as 
good a svstem and as solvent a system as we can. You say you raised 
the retirement rate and lowered the retirement age. The question is 
how much? Did you do it by an inch or by a tenth of a vear or did 
you do it by a year or by 2 years or what? Not enough to say that 
you face in a direction or move in a direction. You must also tell 
us how much you move in that direction. 

Mr. Musuer. Mr. Chairman, may I refer you to the retirement 
rates we used for the fourth valuation to begin with. That may have 
some bearing and clear up part of the dilemma here. The retirement 
rates we used for the fourth valuation will indicate how we proceed. 
I hate to make an issue, Mr. Chairman, but we do not use average ages. 

Senator Dovetas. The fourth valuation is on page 173 of the 1949 
report? 

Mr. Musue_er. I am looking for the retirement rates we used for the 
fourth valuation. I think it is table A—7 on page 122 where we make 
a comparison between the rates used in the third and fourth valuations. 
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Senator Dovetas. What I am trying to get is the fourth valuation 
based on the 1938-41 experience or the 1945-47. 

Mr. MusHer. 1938-41. 

Senator Doucias. Now what you are dealing with is the changes 

which the consulting board of actuaries introduced as compared to 
vour figures which were based on 1945-47. 
’ Mr. Musuer. The changes which the actuaries introduced are 
shown as the tabular rates of the fourth valuation shown on page 122. 
You will note rates shown by single ages. I believe, Mr. Chairman, 
it can be easily demonstrated that you can reduce arbitrarily each 
one of these figures age by age and still come out with an average age 
that will remain exactly the same for the year’s retirments derived 
on both bases. 

Senator Dovatas. This is a long apologia for not using the average 
age of retirement. 

Mr. Musuer. That is correct, sir. 

Senator Dovuetas. Personally I think this is a highly interesting 
mathematical question, but at the moment I think unless you have 
strong prejudice 

Mr. Musuer. No, Mr. Chairman. I believe I can show that you 
can reduce retirement rates and still come out with the same average 
age, that the average age cannot be used as an index of costs, and that 
oby iously if you re ‘due ‘e retirement rates, your costs should be ch lange rd. 

Senator Dovetas. After you assume that you are able to do that. 
then do you get anything which is an index of cost 

Mr. Musuer. Yes, sir. 

Senator Douvetas. Or are you succeeding in destroying every 
measure? 

Mr. Musner. No, sir. The index is the required rate to handle 
the costs of the retirement system. That is the proper index. 

Senator Dovatas. If you think it is essential, go ahead and make 
your attack on average age of retirement. 

Mr. Musuer. If you so desire, Mr. Chairman, I will take that as an 
order. 

Senator Dovatas. Certainly not an order. 

Mr. Musuer. As a request to be demonstrated. 

Senator Dovuatas. All right, I do not make it even as a request, 
but if you feel a strong urge within you to do it, I certainly am not 
going to curb it. 

Mr. Musuer. I just want to make the point that if you reduce 
retirement rates you should be able to effect a savings in cost. If you 
don’t, there is something wrong. I say further that if you can reduce 
retirement rates and still come out with the same average age, then 
if the average age of retirements in a year is a proper index of costs, 
it would appear that no decrease in costs was effected. That is a 
reductio ad absurdum. If a reduction in retirement rates age by age 
can still result in the same average age for retirements in a year and if 
one were to take the average age as an index of whether costs go up 
or down, then if the average age is not changed, there is something 
wrong with the criterion established. 

Senator Dove.as. That is right. All right, go ahead. 

The facts are that the average age of retirement does not seem to 
have changed appreciably. 

Mr. Musuer. That is correct, sil 

83931—51——16 
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Mr. Lerenry. Mr. Chairman, before you get off that subject abo 
the number of retirements on 1945, 1946, and 1947, I would ask tha 
vou turn to page 114 of the annual report for 1950. You will noti 
there the retirements for 1945 were 25,561, for 1946, 28,223, and fi 
1947, 46,330. The average retirement for those 3 years is better tha: 
33,000. 

Senator DouGias. What table is this? 

Mir. Lergury. B—14, page 114. 

Senator DouG.ias. Previously we used the full age annuities rathe: 
than all annuities, so do you want to use the second half? 

Mir. Lergury. Use the full age, then, and you will find that 1945 
1946, and 1947 compare quite favorably with 1947 and 1948, and then 
when you get up in the upper brackets you only find that 193 
higher, and the reason for it in that year was that that was the yea: 
the law became effective and thousands went on retirement becat Is 
that was the first time that annuities were av: ailable. You see, th 
average retirements for those 3 years is really higher than the averag 
retirements were previously. 

Senator DovGuas. Of course, the employment base is higher, too 
I suppose. 

Mr. Musner. I trust we could leave this question in abeyanc 
Mr. Chairman, and that if I have n’t satisfactorily answered you 
question until now—that while the average age remains the same costs 
can differ—let’s drop that subject 

Senator DovuGtas. 1 thought that was the subject you wanted 
continue with. 

Mir. Musuer. As far as I am concerned vou can have the sam 
average age and different costs. I stand on that position without 
question, but I don’t wish to delay the discussion any further. Ther 
would appear to be a question of time involved for all concerned. 

Senator Douatas. What I am trying to get at is how sound this 
table is that Mr. Leighty has submitted and which apparently you 
prepared. 

Mr. Musuer. I would like to get on to the point that we had used 
and I trust the chairman will bear with me—lower rates age by age 
than for the fourth valuation report. Mr. Leighty’s table relates to 
a required tax rate to keep the system in balance, of 12.42 percent as 
compared to the 12.72 percent quoted in the fourth valuation, and 
that is pertinent to the present discussion. 

Senator Dovetas. Did you assume 12.42 for this table? 

Mr. Musuer. That is correct, sir. 

Senator Douatias. Based on 12.42. 

Mr. Musuer. 12.42 percent. 

Senator Doueias. But how much above or how much below? 

Mr. Musuer. No, this whole development assumes that if you had 
a rate of 12.42 percent starting in 1948, you would have enough to 
carry your benefits through as they came in. 

Senator Dovetas. And accumulate a reserve of the amount stated. 

Mr. Musuer. That is correct, sir. 

Senator Douvetas. What is the significance of the phrase ‘‘ based on 
12.42”? 

Mr. Musuer. This is subject to a 12.42 percent tax rate. 

Senator Douatas. This is not based on 12.42. It is 12.42. 
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Mr. Musuer. The 12.42 is a very crucial point from this point of 
view. 

Senator Doveuas. Let me get an answer first to the question: Is 
his a revision of 12.42? 

Mr. Musuer. No, sir. This is a 12.42 percent calculation. 

Senator Douetas. How did you change the rate of retirement? It 
s based on the rate of retirement. 

Mr. Musner. Change the rates of retirement of what, sir—of the 
1945-47 experience? 

Senator Dovuatas. Yes. 

Mr. Musuer. | should like to submit that for the record. _I don’t 
have such data at hand, today. 

The interesting thing about this projection is that the existing tax 
rate schedule under the present act as of the date of the fourth valua- 
tion (December 31, 1947) was equivalent to—and I am talking about 
the actual tax rates used for the system—12.42 percent. For purposes 
of comparative reference may I note that we had indicated in the 
fourth valuation report that, the system would be out of balance by 
about 0.30 percent of payroll. I call to your attention that statement 
on 

Senator Douauas. But you had a figure of 12.72 and the consulting 
actuaries had a figure of 12.42. 

Mr. Musuer. The other way around, sir. We originally came out 
with the 12.42 percent figure. They then advised the use of higher 
retirement rates after their review of the preliminary figures. After 
adopting the committee’s suggestion, we got the 12.72. It so happened 
that the original 12.42 figure, merely by coincidence, was the flat tax 
rate equivale nt to the tax-rate schedule used to finance the present act. 
That is the crux of this whole table. Since a 12.42 percent tax rate 
would be sufficient to keep the system solvent from here on, it follows 
on a basis of projection methodology that once you level off your 
disbursements, you must come out with a reserve such that the taxes 
plus the interest on the reserve will meet your disbursements in- 
definitely. That is one of the requirements of a projection that is in 
balance. Had we made this projection for the fourth valuation 
assumptions finally adopted, this reserve would not look like it does. 
It eventually would come down to zero, 

Senator Douvacias. And what would it be in the year 2000? 

Mr. Musuer. That is a figure I cannot present to you at the mo- 
ment, Mr. Chairman, but it certainly would not be $7.9 billion. 
That is a very important consideration. This particualr type of de- 
velopment, to the extent that your taxes are sufficient to carry through 
will lead you to the very substantial reserve which you must have, 
such that your taxes and the interest on the reserve will carry your 
benefits at maturity. 

Senator Dove.as. If you had 12.72 your reserve would be less than 
this. 

Mr. Musner. Your reserve would keep on going down. I cannot 
say the year at which it would disappear, but it would have to dis- 
appear as a mathematical certainty. 

Senator Dovatas. As I have indicated, I am not so much interested 
in eternity as I am interested in the year 2000. 
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Mr. Musuer. As a matter of fact, Mr. Chairman, I think we cou! 
if you wish, give you an idea as to what that extra 0.30 percent would 
have done by the year 2000. 

Senator Douatas. I wish you would. 

Mr. Musuer. I will try to, sir. 

Senator Dovauas. I think you have this fairly well cleared up 

Now, under the scale of benefits contemplated in S. 1347, at th 
existing rate of taxes, have you made computations as to what t] 
reserves would be from now to the year 2000 or 2001? 

Mr. Musuer. Yes, Mr. Chairman. 

Senator Dovetas. Are these the tables I asked you to prepare? 

Mr. Musuer. Yes, sir. I should like to apologize for the looks of 
these tables. 

Senator Dova.as. That is all right. 

Mr. Musuer. | do not wish to apologize for the approach because 
we have had enough projections of this type. We do not say, how- 
ever, that this is an accurate projection. As I indicated Saturday, 
our projection, even if we were exactly clear as to all that 

Senator Dovetas. Let us have this inserted in the record at this 
point, identified as table submitted by the actuary of the Railroad 
Retirement Board in response to the request of Senator Douglas o 
the status of the reserve under benefits provided in 8. 1347, but with 
no increase in the rate of contributions. 

Mr. Musuer. That is correct, sir. 

(The table referred to follows: ) 


, 


Illustrative projections of taxes and disbursements, and progress of reserve und 
S. 1347 excluding and including adjustments with the OASI trust fund 


Excluding adjustments with OASI trust | Including adjustments with OASI trust 
fund fund 


ne year rotal | Total Taxable Benefits 
ub as ayr » 
— tax — . |Interest in pe? roll — 
payrol | income | OUFSe- reserve r rom 
ment OASI OASI 


Balance 


1 

l $5, 870 $391 . oo b5, 53 $ $200 
1 5, GOS 73 46:7 2, 883 5, 567 7 210 
l 5, 753 402 3, 4 5, 4: 3 220 
1 5, 899 i341 519 On 3, 5 5, 55 2% 230 
1955 5, 908 73 544 3, 82 5, 567 223 240 
1M , 588 547 655 4, 605 , 32 2 281 
1965 5, 580 738 5, 0% 5, QA 315 3038 
1970 4, 624 57 80S 5, OL: , odd 28: 318 
1075 5, 253 7 S71 . » G5 2% a2 


“ a2 


1980 Ysa 922 3, 93 Je q 341 
1U85 5, OSO 5 62 2 ,@ 3 346 
1490 5, O80 5 993 , 462 at. 3 350 
1995 5, 070 1,010 ,77 3 350 
2000 5. 034 1, 000 8 3 350 


Includes $6.5 million per year for administrative expenses 


Note.—Income and outgo on account of crediting military service performed during World War I a 
not included 


Mr. Musuer. Senator, since it is based in the last analysis on that 
table, | should like you to consider this projection in conjunction with 
the last section of table 3 that 1 had mimeographed and supplied to 
the committee the other day. 
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Senator Doua.as. In brief, this shows the maximum size of reserves 
of $4,877,000,000 to be reached in the year 1970, then receding to 
billion by 1990, $539 million in 1995, and disappearing by the 
vear 2000. 
’ Mr. Musuer. That is correct, sir. As I said, and I believe that 
the other actuaries who will testify hereafter will support me, a pro- 
jection, in order to be accurate, would take months of preparation. 

Mr. Musuer. We have had the advantage through the years—I 
would say something like 15 years—of developing projections of dis- 
bursements according to various employment patterns and valuation 
assumptions such that we have a fairly good general notion as to how 
to do those things in a hurry. 

Senator Dovuaias. May I ask this? To what degree of your 
projections of disbursements in the future conformed to the actual 
disbursements that have been made. 

Mr. Musuer. I will refer that question to Mr. Matscheck and let 
him answer it. 

Senator DouGuas. That is, you have been projecting in the early 
forties what your disbursements would be in the later forties. How 
creat a margin of error has there been between your estimate and the 
actual disbursements? 

Mr. Musuer. I| would like to point out that the act has undergone 
some very substantial changes. 

Senator Douauas. | understand. 

Mr. MusHer. Subject to the elimination of such changes, I believe 
the projections have been a fairly good representation to date. 

Senator Doucias. When the benefits were revised in 1948 you 
made estimates as to what the probable disbursements would be. To 
what degree did your estimates approximate the actual disbursements 
made, Mr. pres: 

Mr. Marscueck. Fairly closely, as | remember. 

Senator Dovaias. Could you submit that for the record at this 
point? 

Mr. Marscueck. We would have to make the comparison and 
prepare a table. 

Senator Doua.as. The test to which a forecaster should be asked 
to submit is the degree to which his forecast conforms to reality. 
The trouble is, we listen to the forecast and when the events come 
along we forget what the forecast was, so that business forecasters 
have been able to get away with murder, and political forecasters are 
able to get away with murder unless their forecast fits too close to the 
actual event. 

Mr. Musuer. Mr. Chairman, I would like to interject here the 
remark that we have a very substantial load of people already on the 
rolls. From them come a large share of the disbursements which 
will flow for the next several years. One would have to be a poor 
forecaster, indeed, to miss that portion by very much. 

Senator Dovetas. I agree. Perhaps it would be better, then 
you are getting yourself into trouble now—if we show not totals, but 
rates of change, your estimated rates of change as compared to the 
actual rates of change, or a comparison between the first differences 
which you estimate d and the first differences which ac tually occurred. 
With your knowledge of differential calculus, you would be able to 
supply those figures. 





IAD) RAILROAD RETIREMENT LEGISLATION 


Mr. Musuer. Mr. Chairman, I think we have something t! 
bears on the point I just mentioned, which would indicate just h 
good or just how terrible we were. We had a closed group of so1 
thing like 50,000 people that we took over when the system beg: 
We made a projection of those pensioners from 1937 on out. IT wou 
be pleased to show a comparison of the figures we projected at tl 
time, and that is 14 or 15 years ago, and actual disbursements th 
have come through with respect to them. I would be pleased 
show the chairman a comparison of actual disbursements year by 
year with what we said we estimated they would be. 

Senator Dovatas. I take it there would be a rather close degre 
agreement from the alacrity with which you offer it. I should } 
glad to receive it but I also would like to get estimates as to the rat 
or age of retirement which you projected for 1948, 1949, and 195 

Mr. Musuer. I believe I understand the sense of your questio 

Senator Douatas. Not merely the total. 

Mr. Musner. Maybe I shouldn’t have indicated how easy som« 
these things can really be, except to say that in certain spheres whe: 
you close your group you can make some remarkably accurate prog 
nostications. 

Senator Dovatas. That is right, because you have a solid cor 
which you can take as a constant. 

Mr. Musuer. In connection with these projections which ar 
admittedly rough, and to the extent that our best judgment indicates 
the nature of the flow of the disbursements—and incidentally that is 
our usual procedure in most projections—our procedure is to use the 
basic data that we have already calculated from our present valu 
cost estimates—and I refer now to the last item of table 3—to help 
us, shall we say, smooth out the disbursements. We used as th 
criterion something which I think is the crux of this whole projectio: 
versus actuarial approach. They are really not versus each other; 
they are just complementary. 

Senator Douaias. What is this crucial point? 

Mr. Musuer. In connection with these calculations if one were to 
take the present worth of, for instance, the total disbursements show: 
in item 3—and by present worth I mean that you multiply the 195 
figure by v'?—I trust that I don’t have to explain that, Mr. Chair- 
man—the 1952 by v*”, the 1953 by v°”, and so on in—the resulting 
figure would be the present worth of the whole series of disbursements 
from 1951 out. Similarly, going to the taxable payroll, column 1, 
if you applied the same v factors against those year by year, that is 
for 1951 v'”, for 1952 v*°”, and so on down the line, you would get the 
present value of 1 percent of the payroll—after divided by 100 
When you divide column 3 by column 1, as derived in that process, 
one should get close to the 15.59 figure that | quoted under section A 
of table 3. 

In other words, by dividing the present value of disbursements b\ 
the present value of 1 percent of the payrolls one would come out 
with this 15.59 or a very close approximation thereto. 

Senator Douaias. Have you done that? 

Mr. Musuer. Yes, sir. I believe our calculation will indicate 
what should be a very close agreement. 

Senator Dovetas. The paper you have just submitted is a check 
on the third column of table 3. 
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Mr. Musuer. I would rather put it the other way around, that 
this table is checked by the third column of table 3. We would put 
iore stock in our capacity to get a level cost calculation according 
to table 3 than in running a 100-year projection in the 2 days available 
for the task. 

I refer the chairman now to benefits due from OASI. Incidentally, 
| should have mentioned that all these discount factors are at a 3- 
percent interest rate. If we apply the discount factors in a similar 
fashion to the benefits due from the OASI, and divided the result 
by the present value of 1 percent of the payroll, which we already 
have done with respect to the first column, we will come out with a 
figure of 5.90 to correspond with B minus C of table 3. Do I have to 
explain that further, Mr. Chairman? 

D is our best estimate at the present time, and admittedly there 
is a certain amount of leeway on either side, of the difference between 
the social-security taxes which would have been paid if railroad retire- 
ment earnings had been covered and the additional benefits that 
would have flowed at the social-security level. Our best figure is 
about $700 million as of present date. You will note that we have 
taken that $700 million adjustment out of the balance in reserve 
shown in the first section of the table and put it in the second. That 
is, in effect, through this calculation we have earmarked $700 million 
to social security immediately, and therefore it is no longer 

Senator Doveias. Would that be physically transferred? 

Mr. Musuer. I would say there is a question mark as to how that 
would proceed. The method is not spelled out directly in the bill. 

Senator DovGias. You apparently contemplate a transfer, though. 

Mr. Musuer. I contemplate an earmarking in any event. I think 
the financial effect is the same in this development. 

Senator Doveuas. I would like to ask the nonoperating unions 
whether they contemplated this. 

Mr. ScHorensr. Senator, all the indications are that eventually the 
flow of funds will be in the other direction. 

Senator Doveias. Are you willing to grant there will be an initial 
flow of funds to social security? 

Mr. Scnornre. No. We don’t contemplate that there is any point 
in transferring money back and forth between these accounts to any 
greater extent than is necessary. Naturally, in the eventual adjust- 
ment to be made, the social security trust fund would have to be 
allowed the interest that it would have earned if it had been immedi- 
ately transferred. 

Senator Dovaias. Yes; but who holds on to his for the interim and 
how long is the interim? 

Mr. Scuoene. I don’t know how long the interim will be, but it is 
our contemplation that the transfers would be made only when there 
s no necessity for subsequently transferring back. 

Senator Dove.ias. As an impecunious politician, I must confess I 
am somewhat overawed at the fact that we now hold the title to 
$700 million of funds, so to speak, in our hands here, to determine 
whether or not it will be turned over to social security or retained by 
the railway trust fund. The question is, which organization will 
receive the interest earnings upon this fund, which amount to about 
$21 million a year. 
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Mr. Scnoene. I stated that in the ultimate accounting of cours 
the old-age and survivors trust fund would be allowed the inte: 
that it would have earned if it were immediately transferred. 

Senator Doucuas. Yes; but the actuaries suggest that this rv 
should be earmarked for the social-security fund to meet past 
ligations which the social-security fund is being asked initially 
assume. 

Mr. Musuer. I think that is the sense of this table, Mr. Chairma 

Senator Douacias. Yes. If the social-security fund is being as 
initially to assume these obligations of the men who served less | 
10 vears, how can you hold on to the $700 million reserve whi 
needed to provide for that? 

Mr. Scuorne. I don’t think that is a question of the people w 
less than 10 vears’ service, Senator. That, as I understand it, is t 
estimated result of operations to date. In other words, if the so 
security fund had covered the railroad employees, all railroad 
plovees to date, they would have collected that much more in t: 
than they would have paid out in benefits. Isn’t that what 
represents? 

Mr. Musuer. To be perfectly fair, it also represents the inte 
at the social-security rate besides. It is more or less a balance: 
which whatever would have come in 1 vear accumulates interest 
the ordinary fashion of any particular account. So it is a cumul 
tive figure. I haven’t pointed that out exactly; maybe I should hay 
It is a reserve balance in the ordinary sense between disbursemen 
and taxes such that when there is a positive balance interest wou 
flow at the ordinary social security-rate. That is how we develop 
the $700 million figure. 

Senator DouaG.as. Is there anvone from the Social Security Boa 
here? Are vou listening to this discussion? 

Mr. Ropwert J. Myers (Chief Actuary, Social Security Admu 
tration). Yes, sir. 

Senator Doua.ias. The Board will come in at the appropriate tim 
and declare what its position is with respect to this initial reserve 

Mr. Myers. I think the Social Security Administration will 
very glad to come in. I can’t speak for Mr. Altmeyer, but I am sur 
he would be very glad to come in on this. 

Senator Douauias. I suppose you are taking due note of | 
possibility that you may claim this $700 million. 

Mr. Myers. Yes, sir. [Laughter.] 

Mr. Musuer. May I continue, Mr. Chairman? There happens to 
be this rather interesting set of opinions as to what to do with that 
money, and that might well explain why we decided to show the two 
of them separately. You notice we first have an approach without 
affecting social security, and as you note that is our balance in reserve, 
at the top of column 5. Then what happens is a big question mark 
in connection with the money that flows into our account and the 
money that comes out. To that extent these tables are subject to a 
further change. What I am saying in effect is that there is nothing 
in the bill which spells out how the integration is going to be accom 
plished. We took the simplest way out in order to meet the demands 
of a 100 years’ projection. This is the simplest way by not having 
to consider the differential in interest rates. This whole table. | 


| 
re 
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light say, is subject to a 3-percent interest rate throughout, and that 
the rationale of the development. 

Senator Dove.as. Let me see if I have this clear. The first part 
of your table which has the subhead ‘‘excluding adjustments with old- 
ave and survivors insurance trust fund”’ 

Mr. Musuer. That would take into account item A. 

Senator Dovuaias. And B? 

Mr. Mi SHER. No: you would not be concerned with B, c.. D. or EK 
at all. That is out. You would take up again with item F. 

Senator Dovatas. I see. 

Mr. Musuer. Item F, you will note, is that recurrent item 1.22, 
which is the equivalent of the 2.1 billion dollars I was referring to 
throughout the testimony vesterday. That is what we start off with 
in that approach. If we earmarked $700 million and take into 
account the social-security feature, then we are starting out, as in- 
dicated in the last column, with $1,449 million. 

Senator Doveuas. I asked the representative of the social-security 
board if he was noting the possible claim they might make to the 
$700 million of reserve. 1 would like to ask the nonoperating unions 
if they have noticed the fact that, I presume with the same function of 
scale of benefits and the same rates of contributions, the reserve, 
without these adjustments to the social-security fund, in 1957 would 
amount to $4,622 million; with the adjustments to the social-security 
fund, $4,576 million. Up until that date you have a larger balance 
in your own fund if you didn’t have any of these adjustments back and 
forth with the social-security fund. The difference is not great in 
1980. It is $500 million less in 1990. And you will exhaust you 
fnud at sometime before 1995. 

Mr. Musuer. I should like to make this observation, Mr. Chair- 
man, that if you take the treatment for columns 1, 2, 3, 4, and 5, the 
question arises, What are you going to do with the people with less 
than 10 years of service? One couldn’t very well ask the Social 
Security Administration to pay for them without getting something 
for it. 

Senator Dovetas. This first column excludes it. 

Mr. Musuer. This has nothing to do with people with less than 10 
years of service, as I explained the other day. 

Senator Dovetas. Very good. If you did not exclude them, the 
cost would be appreciably higher. 

Mr. Musuer. It would be appreciably higher; yes, sir. 

Senator DovuaGtas. So on the whole the second half of the table, 
‘including adjustments with OASI trust fund.” 

Mr. Musuer. Does not take into account further benefits social 
security pays to people with less than 10 years of service. It does not 
reflect itself via our account, as I explained yesterday, but through 
additional benefits to those employees directly. 

Senator Dovetas. That is probably the more accurate and the 
more just half of the table. 

Mr. Scnorene. Mr. Chairman, may I ask a question? 

Senator Dovetas. Surely, and I hope Mr. Fort will feel free, or 
Mr. O’Brien, also. 

Mr. Scuoene. I would like to ask Mr. Musher, I had understood 
that his estimate of 14.13 which was submitted to the committee in 
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the board’s report, and which becomes 14.12 in table 3 that was sub 
mitted yesterday, contemplated that the $700 million would remain 
in the railroad retirement account until it was offset by credits { 
other way. Is that a correct understanding? 

Mr. Musner. That is not a correct understanding of what th, 
14.12 means. If that money remains 

Mr. Scnuoenr. The 14.12 assumes that in effect at least the $700 
million would be transferred. 

Mr. Musnuer. That is correct. 

Senator Dovaias. Mr. Musher, I would like to ask you th 
questions, if I may, which have been submitted to me: 

Does the proposal of S. 1347 to transfer those who have had less 
than 10 years of railroad service to social security, with no loss 
either the social security of railroad retirement fund, does that mean 
that the recently increased social-security benefits offset the prese! 
and/or proposed railroad retirement benefits? 

Mr. Musuer. I would like to have a clarification of that pou 
[ am not sure I understand it. 

Mr. Watt Sanps (editor, Rail Pension News, Chicago, IIl.). The 
question is, if a man with less than 10 years of railroad service is 
transferred to social security, does that mean that the social-securit) 
benefits, the present benefits, will offset the present and/or proposed 
railroad benefits? 

Mr. Musuer. Possibly I ought to explain what the transfer means 
Would that be any simpler? That people with less than 10 years of 
service will be transferred to social security in effect means the follow- 
ing: Suppose such individual—and in general this will be true—would 
have gotten a social-security benefit on the basis of wages alone; and 
that is a situation which exists at the present moment before S. 1347 
goes into effect. Then, if S. 1347 goes into effect, any such servic: 
that is rendered under the railroad retirement system will be treated 
as if it were social-security coverage, so that an increased social- 
security annuity will become payable. 

Mr. Marscueck. I think that is a question for Mr. Schoene, for 
the people who drafted the bill. 

Mr. Musuer. Do you want to take it from there, Mr. Schoene? 

Mr. ScHoene. | am sorry, I missed the question. 

Senator Doua.as. I tell you what I would like to have done. | 
would like to submit these questions and have them made part of the 
record, and then ask either Mr. Schoene or the Railroad Retirement 
Board to submit answers by tomorrow, if that is agreeable. 

The second question, coming from Mr. Walt Sands, editor, the 
Rail Pension News, is, if a man had 7 years of service under the 
Railroad Retirement Act, earning $300 a month, his railroad annuity 
on this basis being $33.60, and then worked 15 years under social 
security after January 1, 1951, and he retired at age 65, would he 
collect $80 under social security plus one-half ($40) for his aged wife 
over 65? 

Is that your question, Mr. Sands? 

Mr. Sanps. Yes. 

Mr. J. CarTER Fort (vice president and general counsel, Association 
of American Railroads, Washington, D. C.). Before we leave these 
tables, Mr. Chairman, and in view of the nature of the inquiry, I am 
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wondering if it would be appropriate for me to ask one or two questions 
designed to clarify certain points on this exhibit. 

Senator DovuGtas. Go right ahead. 

Mr. Fort. Mr. Musher, referring to the so-called Leighty table 
dealing with the present law, in the vear 2000, where you show a 
reserve fund of $8,003 million, what would be the liability of the 

fund that stage? 

Mr. Musuer. | would like to leave that question open. I will 

v to answer that question at a later date. 

Mr. Fort. All right, thank you. 

Now, looking at your own table, which purports to deal with the 
ill, S. 1347, you have two sets of columns, one headed “Excluding 
adjustments with OASI trust fund,” and another headed “Including 
adjustments with OASI trust fund.’ Looking first at the left series 
of columns, excluding adjustments that does take into account, as | 
understand it, the adjustments with respect to the 10-year men, 
does it not? 

Mr. Musuer. Are you talking now about tables 1 and 2? 

Mr. Fort. They are not marked tables 1 and 2. They are the 
tables you submitted this morning to the chairman. 

Mr. Musuer. Will you kindly restate your question? I am 
sorrv. I was thinking of something else at the moment. 

Mr. Forr. That page is broken into two series of columns, one 
dealing with excluding adjustments and the other dealing with 
including adjustments, isn’t that so? 

Mr. Musuer. The one excluding adjustments with the OASI trust 
fund excludes individuals with less than 10 years of service. 

Mr. Fort. Mr. Musher, I am going to try to ask you simple 
questions and one at a time, and if you answer those questions instead 
of anticipating, I think we will get through quicker. 

Mr. Musuer. All right. 

Mr. Fort. I say you have those two series of tables. They are 
really two tables on one sheet; is that true? Looking first at the 
table to the left side, excluding adjustments, anything to come out 
of the railroad fund to cover benefits for men with less than 10 years’ 
railroad service? 

Mr. Musuer. The only thing that is included in connection with 
those people is residual payments. 

Mr. Forr. In other words, you are assuming that the liabilities to 
those men will be transferred to the social security. 

Mr. Musuer. We are making no assumption at all at the moment. 

Mr. Forr. You had to make an assumption to make the table. 

Mr. Musuer. The assumption can be equally well made that those 
people will just not have any social-security credits whatsoever. 

Senator Douacias. That is, the benefits to them would not be borne 
by the railroad retirement fund, except residual payments. 

Mr. MusHer. Would not be borne by social security, either. You 
could take that interpretation too. I mean, it is open to question as 
to how such service will be covered. 

Mr. Forr. You are at least, then, taking into account in this table 
that these men will pay taxes but they will receive no benefits from 
the railroad fund. 

Mr. Musu_er. That is correct, except for residual payments. 
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Mr. Fort. On your other table including adjustments, wh; 
you show OASI taxes are you including there taxes from men with |: 
than 10 vears of railroad service? 

Mr. Musuer. That is correct, sir. 

Mr. Forr. So vour thought is that on an adjustment basis 
would make an adjustment with social security with respect to tay 
for those less-than-10-year men? 

Mr. Musuer. That is right, sir. 

Mr. Forr. But you are not doing that on the other side. 

Mr. Musurr. That is right, sir. 

Mr. Forr. When you exhaust the fund in 1995 in your table 
the left-hand side of the page, excluding adjustments, what would the 
liability of the fund be then when there is nothing in the fund? 

Mr. Musrer. Will you kindly rephrase that question? 

Mr. Forr. You show in 1995 that the fund will be exhausted 
vou not? 

Senator Dovuauas. 1995? 

Mr. Forr. 1995 on the left-hand side, Mr. Chairman. Is th 
right, Mr. Musher? 

Mr. Musuer. Yes. There is something left over in 1990 
will disappear somewhere between 1990 and 1995. Somewhere 
that group of years. 

Mr. Fort. What would the liability be in 1995? 

Mr. Musuer. I will submit that answer as well. 

Senator Dovatas. It is obvious that the fund will then be operating 
at an annual deficit. 

Mr. Forr. Yes. What I am asking is what will the liability b 
against the fund. 

A further question along the same line, on the assumptions of this 
table, in 1995 if you wanted to continue the system although your 
reserve fund had become zero, what level of taxes in the future would 
be necessary to accomplish that? 

Mr. Musner. Are you talking about the first section of the table? 

Mr. Forr. I am talking about the excluding adjustments section 
ves. 

Mr. Musuer. The inevitable conclusion to be reached is that the 
tax rate under those conditions will be certainly pretty close to 20 
percent of the payroll. 

Mr. Fort. Although the benefits would continue at that level. 

Mr. Musuer. Yes. We expect benefits to level off at that point 

Mr. Forr. Now, on the right side of the table, including adjust 
ments, when the funds become exhausted in the year 2000, what level 
of tax rate in the future would be necessary to continue to pay the 
benefits? 

Mr. Musuer. The level of tax rates under those conditions—| 
have an answer to that somewhere here—would not be very much 
changed. 

Mr. Fort. Changed from what? 

Mr. Musuer. From the figure I gave you, 20 percent. It would 
be somewhat lower. I would like to delay answering that question 
until tomorrow morning, too. It would not be substantially below 
the 20-percent figure I gave you for the first side. 

Mr. Forr. It would not be substantially below that. 

Mr. Musuer. No, sir. 
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Mr. Fort. Now, Mr. Musher, if in your table on the left-hand 
side of the page, the excluding adjustments table, you had continued 
to assume the benefits to be paid to men with less than 10 years of 
service, how soon would your fund have gone out? 

Mr. Musner. I have no answer to that question, but obviously 
it would go out faster. 

Mir. Forr. It would go out much faster, would it not? 

Mr. Musuer. That is right, sir. 

Mr. Forr. You couldn’t make a rough guess as to what year it 
would go out? 

Mr. Musuer. I would prefer not to at the present moment. 

Mr. Forr. I would like to ask you one more question. You show 
on the right side of your table under columns headed, including 
adjustments, OASI taxes, $166 million, benefits due from OASI, 
$200 million. That is $34 million to the advantage of the railroad 
retirement fund, is it not? 

Mr. Musuer. It is so contemplated at the moment, that is correct. 

Mr. Forr. If you actually had an integration which involved the 
less-than-10-year men also, that is to say, if the social security were 
to take over the less-than-10-year men and you were to be relieved 
in the railroad retirement fund from the 10-year men, and you were 
to pay, as contemplated in your table, the taxes over to the social 
security on the basis of the social security schedule of taxes, that 
$34 million would not reflect the full benefit to the railroad retirement 
fund resulting from that integration, would it? 

Mr. Musuer. That is correct. 

Mr. Forr. In addition to that $34 million, there would be the 
annual saving of being relieved from paying benefits, aside from 
residual payments, to the men with less than 10 years of service. 

Mr. Musuer. I would like to modify that statement or to rephrase 
the question possibly. Are you asking the question, now, What 
would be the effect of integration if we got rid of the service require- 
ment and still had social-security integration? or are you asking for 
the effect regardless of integration? I think the question is rele on 

Mr. Forr. Let me put the question another way and see if it is 
plainer. Under the present law you do pay benefits to the men with 
less than 10 years of service. 

Mr. Musuer. That is right, sir. 

Mr. Forr. Under the proposed integration, you would not, except 
the residual? 

Mr. Musuer. That is right. 

Mr. Forr. Under the present law you take the taxes of those men, 

Mr. Musuer. That is correct. 

Mr. Forr. Under the proposed integration you would take those 
taxes and then credit to social security the amount which would 
have been taxable if the men had been under social security instead 
of railroad retirement; is that correct? 

If those steps are involved in your assumed integration, contrasting 
the present to the situation which would exist under the integration, 
what is the advantage to the railroad-retirement fund, say, for the 
vear 1951 in addition to the $34 million that you show in your table? 

Mr. Musuer. Possibly, I still don’t follow your thought complete- 
ly. Are you asking what the effect would be on the “required rate 
as compared to the 14.12 that we have here if we had exactly the 
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same provisions of the bill but did not exclude people with less tha; 
10 years of service? Would that be a correct interpretation of your 
request? 

Mr. Fort. I am afraid I have as much trouble following your 
question as you have following mine. [Laughter.] 

Mr. Musuer. All I am saying is: Have S. 1347 exactly as it stands 
today, except that you impose no service conditions whatsoever 
far as railroad-retirement benefits are concerned. With that und 
standing, what level rate would you need for soundness as compar 
with the 14.12 percent obtained with the proposed 10-year restrictio1 
Is this a fair resolution of your question? 

Mr. Forr. It might be, but I don’t understand the question. fj 
question is simply this: What would the saving be to the railroa 
retirement fund on an annual basis to be relieved, by legislation to 
be enacted, of the obligation which it now has to pay bene efits to mer 
with less than 10 years of service? 

Mr. Musuer. I am trying to interject, apparently unsuccessful] 
that there would be increased social-security repayments to us und: 
those conditions as compared to the ones shown here. There would 
be additional social-security reimbursements under B minus C for 
people with less than 10 vears of service. I am asking, Do you want 
to exclude this consideration or include it?—because I think yo 
are tending to exaggerate the savings as you phrase your question 

Mr. Forr. I am not intending to do anything. 

Mr. Musuer. | was trying to phrase the question as to what j 
means in one direction as compared with the other. 

Mr. Fort. Mr. Chairman, I didn’t mean to take up the commiite: 
time. 

Senator Dovatas. These are very interesting questions. Go ahead 

Mr. Forr. My point, Mr. Musher, may not be stated in languag: 
clear to an actuary, and it may not be clear to anyone. But you 
have this $34 million which I understand comes about by reason of th: 
fact that you will be credited more from the social-security fund than 
you will credit to them when you credit to them the taxes and they 
credit to you the benefits that they would have paid if you had no 
relieved them of paying those benefits, that all having to do wiih 
men of 10 years service or more in the railroad. Is that ‘right’ ? 

Mr. Musuer. That is all with respect to people with more than 
10 years, yes, sir; that is right. 

Mr. Forr. Then, in addition to that, the change that is brought 
about by this bill is that you are only relieved from paying benefits, 
except residual benefits, to men of less than 10 years of service. Let’s 
have one question at a time. 

Mr. Musuer. Yes; go ahead. 

Mr. Fort. What would you add to that $34 million a year to 
indicate for that year what the net advantage or benefit to the railroad- 
retirement fund would be by reason of the integration? 

Mr. Musuer. In other words, the question you raise at the moment 
has to do with the additional social-sec ‘urity benefits that we would 
pick up directly. The social-security taxes—that $166 million—we 
are all agreed includes the whole railroad payroll. The $200 million 
at the moment refers to the benefits on the basis of people with more 
than 10 years of service. I think we should look on both sides of th 
question at the same time. You can’t address yourself to the second 
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table without addressing yourself to the first part. With respect to 
the first part, you have to answer the question, What be ‘nefits would 

yu give to those people with less than 10 years of service? Before 

ou answer that question, I cannot give an answer. 

Mr. Fort. Can you tell me this? If there were no change in the 
present law, if you were not relieved of the requirements of the present 
law, what would it cost your fund to pay the benefits that you would 
have to pay to employees with less than 10 years’ service in the rail- 
road industry? 

\ir. Musuer. The answer to that question I can give unequivocally 
as about 1% percent of payroll. 

Mr. Forr. Thank you very much. 

Senator Dovucias. Mr. Fort has started an interesting line of 
hou; eht in my mind. Let me raise this query with vou. These men 
who are employed : it the moment but who leave before 10 vears of 

ervice has elapsed 

Mir. MusHer. Pardon me, I would like to check on that figure that 
[ just gave to Mr. Fort. I want to leave it open for a different figure 
if necessary, but I understand the question he is raising at the moment. 

(The following information was subsequently furnished for the 
record :) 


ANSWERS TO QuEsTIONS AskED By Mr. Fort on May 2 


|. Liability to date as of maturity under Leighty table (existing benefit strue- 
» based on required level rate of 12.42 percent) comes to about $13.6 billion 
mpared to reserve of $7.9 billion at that time. 
» (a). For left side of research projection on 8. 1347, required level rate for 
adequacy after account is exbausted is 19.7 percent. The liability at that time 
1995) is $17.5 billion. 
b). For right-hand side of research projection of S. 1347, required rate for 
iacy after account is exhausted is 18.8 percent. The liability at that time 
is $16.2 billion. 
The projection of taxes and disbursements under 8. 1347, assuming that all 
nployees with less than 10 years’ service are retained for benefit purposes is 
ittached. 
[llustrative projection of taxes and disbursements, and progress of reserve under 
S. 1347, assuming that employees with less than 10 years of servic retained for 
benefit purposes 
[Millions of dollars] 


Paxable otal t otal dis shied Balance in 


payroll 
I 


Calendar year 


5, 870 
5, 908 
753 

5. 899 
5, GOR 
588 

5, 580 
, 624 
5, 253 
, 989 
5, 080 
5, O80 
5, 070 


5, 034 


' Includes $65 million per year for administrative expenses. 


Note.—Income and outgo on account of crediting military service performed during World War II are 
not included. Adjustments with the OASI trust fund are disregarded 
Source: Actuarial Division, Office of Director of Research, U.S. Railroad Retirement Board 
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Mr. Forr. Mr. Chairman, it might be well to state in the rec 
at this time what must be generally understood: that this bill does n 
provide for the integration which is taken into account in these cost 
figures. The bill provides that 5 vears from now or sometime—lI h 
forgotten exactly when—the Social Security Administrator, if that 
his name, and the Railroad Retirement Board will make a report 
Congress on the subject. The point [ mean to make is that, if we : 
to provide for the savings to be brought about in the railroad U1 
fund as a result of integration, we should provide in the bill for t] 
integration and not leave that to future legislation. 

Senator Douacuas. Thank vou. 

4 ay I raise a number of very simple questions. 

‘have at any given moment a certain percentage of the men w! 
were e ‘employe ‘d who will leave before they have had 10 vears of servi 
During the time that they are employed by the railways, their payro! 
will be taxed at a total rate of 12% percent. 

Mr. Musuer. That is correct. 

Senator Dovetas. If they were not on the railroads, the tax would 
now be at a total rate of 3 percent, I believe, rising to 6% percent 

In the tax adjust ments which are to be made with the Social Securit 
Administration, they are to be credited with the 3 to 64% percent; ar 
they not? 

Mr. Musner. Yes. IT just want to say that I contemplate in thes: 
tables that the changes will be made on a current basis. 

Senator Douaias. At the social-security tax rates. 

Mr. Musner. That is correct, sir. 

Senator Dovaras. But in the past the taxes will have been at 
railway-retirement rates, so that the railway-retirement fund will 
pocket the difference between the 12!) percent and the social-securit) 
rates which will be refunded to OAST. Am I correct? 

Mr. Musuer. That is correct, subject to a residual payment that 
we may make to such individuals. 

Senator Dova.as. Subject to that residual payment, which is rela 
tively small, that is correct. 

Mr. Musue_er. Yes, sir. 

Senator Dovetas. That makes it much clearer in my mind. 

Mav I follow this up. That is one of the ways in which higher 
benefits to those who have been emploved for more than 10 years w 
be financed. 

Mr. Musuer. That is correct, sir. 

Mr. Scuoene. I wanted to make this comment, Mr. Chairman, in 
connection with the comment that Mr. Fort made. Mr. Fort pointed 
out that the bill does not provide presently for this adjustment be- 
tween the funds. It sets up the machinery contemplating that that 
will be done. For that same reason, I want to point out that this 
table we have been discussing is not what it purports to be. This 
table is headed “Tllustrative Projections of Texas and Disbursements, 
and Progress of Reserve under S. 1347, Excluding and Including 
Adjustments With the OASI Trust Fund.” The first figure shown, 
1950, balance in reserve, $1,449 million. There is no way under this 
bill that the present reserve of $2,100 million, approximately, can b: 
reduced to that figure. 

Senator Doucias. You intend to hold on io that $700 million? 

Mr. Musuer. I would like to answer that if I may. 
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\ir. ScHoeNe. I think that is important because we are talking 
bout a particular bill, not what claims might be asserted. I want 
the record to be perfectly clear that this is not a representation of 
what the bill we are talking about provides. 

Senator Doucuias. That is, under your bill the $700 million would 

be turned over. 

Senator DouGtias. Therefore, you would enjoy payments of 21 
million dollars a year. 

\[r. ScHOENE. That is right. It does contemplate, Senator, that 
Social Security would be made whole for its interest loss during that 
nterval when the adjustment is made. Social Security would not 
ose that. That is quite a different thing from reducing the reserve 

$700 million this year. 

Mr. Musner. I should like to answer the question, if I may. 

\ir. ScHoENE. I didn’t ask you a question. I made a statement 
for the record. 

\ir. Musuer. I would like to add to that statement what this means, 
then, if I may. Maybe I shouldn’t be so honest. 

Senator Douacuas. That is still a virtue in life. 

Mr. Musner. What the Railroad Retirement System would pre- 
sumably gain in effect is interest income at a residual rate—3 percent 
less social-security rate—while it held funds earmarked for the 
OASI trust fund. The key question—and I think Mr. Schoene will 
agree with me—is how we are going to do our bookkeeping to the 
extent we don’t pay social security back this money now. We 
presume we will continue to provide for interest on this deficit. What 
will the interest rate be? He says as I understand him that it will 
be the social-security rate. In effect, then, we are getting a bonus 
of 1 percent on funds which aren’t ours. 

Senator Douaias. What is the social-security interest rate? 

Mr. Musner. Roughly about 2. 

\ir. Myers. 2.42 at present. 

Senator Dovua.as. You take the average rate of return on Govern- 
ment investments. 

\Ir. Myers. Yes, sir, in general. 

Senator Dovetas. And vou take 3 percent. 

Mr. Musuer. That is right. 

Senator Dovaias. What do you invest your funds in? 

Mr. Musner. We invest ours in special accounts on which we get 
3 percent interest. 

Sepator DouG.ias. Government issues? 

Mr. Musner. Government issues. 

Senator Doueias. What Government issues of yields of 3 percent? 

Mr. Musuer. We have special issues to our account. 

Senator Douatas. Oh. 

Mr. Musner. Which is guaranteed a 3 percent interest rate. 

Senator Doug.ias. Then the Government is paying you an interest 
rate four-fifths of a percent higher than the average rate of interest on 
all Government issues and half a percent higher than the rate that has 
been until recently on long-time issues. 

Mr. Musuer. That is correct, sir. 

Senator Dovueias. Now a quarter of a percent higher in view of the 
increase in the interest. Would you regard that as a subsidy from the 
Federal Treasury? 


83931—51——-17 
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Mr. Musuer. Not necessarily, but the rationale for that I throw to 
somebody else. [Laughter.] 

Mr. Currrorp D. O’Brien (attorney at law, Chicago, IIl., counse! 
for BLE, B. L. F. & E., ORC, and BRT). Mr. Chairman, I have no 
question at this time, but I do have a very serious request. The basis 
for my request primarily is that I have at least as much difficulty 
not more, in integrating my English language with actuaries than \| 
Fort indicated a few minutes ago. With respect to the table whi 
has been introduced by Mr. Musher today, two tables on one page, not 
sufficient copies are available. 

Senator Dovatas. We will have more copies made. 

Mr. O’Brien. If it could be introduced into the transcript or copi 
given it would reduce my linguistic difficulties before I attempt 
discuss a thing like that. 

Senator Dovatas. We will give you an opportunity to do that 

Mr. O’Brien. The other thing, Mr. Chairman, is that on behalf of 
the operating employees’ bill, 8S. 1353, we are quite seriously interested 
in the methodology of estimating taxes and payrolls. The discussio) 
in the 1949 report of the fourth valuation is very meager on that poi 
Yesterday Mr. Matscheck introduced during his testimony quite a: 
extensive discussion of the methods which entered into that payroll 
estimates. Only one copy is available. I would like to have permis 
sion to withdraw that to have it reproduced and return it for th 
records of the committee. We will do it as promptly as possibl 
But an opportunity to see that is very important. 

Senator Douetas. Can the staff do that this afternoon? 

Mr. Bapveer. Are you willing to reproduce that, Mr. O’Brien? 

Mr. O’Brien. Yes; we will get it reproduced in mimeographed form 

Senator DovGias. You certainly have that permission. 

Gentlemen, I regret to say that [ have another engagement. A bil 
has come up on the floor which I thought had been disposed of yeste: 
day, but which was not, and in whic h I must take some part both i 
the discussion and yoting, so we will not be able to meet this after 
noon, but we will meet tomorrow at 10 o'clock in this room. 

May I ask, have we finished with Mr. Musher? 

Mr. Musuer. | hope so. 

Senator DouGtas. | will ask to be excused, but ask that Mr. Badger, 
who is the professional staff member assigned to our committee, ask 
some questions which he has of Mr. Musher. Then we will close. 

Mr. BapGer. These questions were submitted by Mr. Clarenc: 
Carter, Mr. Musher, and they are somewhat along the line of Mi 
Fort’s questions. Mr. Carter, are you satisfied with the answers that 
Mr. Musher has given to Mr. Fort’s questions? 

Mr. Ciarence B. Carrer (national secretary, Railroad Pension 
Conference, New Haven, Conn.). I don’t know whether some of them 
actually answered what I have in mind, and probably tomorrow I shal! 
have some other questions I would like to ask in reference to the socia! 
security and railroad retirement when an official of the Social Security 
Board is here. I didn’t think that the answer of Mr. Musher to Mr. 
Fort answered the questions I submitted. 

Mr. Bapcer. If you can hand us a copy of them I will see that 
Mr. Musher gets a copy, and that will give him a chanee to answe! 
them more fully by tomorrow. 
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\ir. O’Brien. May I say one other thing before the chairman has 
to leave. Two or three days ago through the committee we submitted 
a request for some information based on certain assumed cases. Those 
cases were assumed after considerable study by our actuary, because 
we felt they would illustrate the interplay between benefits under the 
Railroad Retirement Act and under the social-security system under 
S. 1347. We would like again to request answers to those questions 
if at all possible before we have concluded the appearance of our actu- 
ary as a witness. 

Senator Dovuatas. Do we have those questions identified? 

Mr. O’Brien. I furnished a copy for the record and I also furnished 
a copy to Mr. Musher. 

Senator DovuGias. Do you have a copy of that’ 

\ir. Marscueck. I can answer that, Mr. Chairman. We have that. 
Those questions involve the problem that was up a while ago about 
how you are going to transfer funds. They involve considerable work 
and a considerable number of assumptions as to how the thing is 
going to go. I told Mr. Bronson, their actuary, this morning that we 
had not completed that and we would have to go into it and study it 
and we wanted to talk to him about what he meant. 

Senator DouGias. When do you think you will have a reply? 

Mr. Marscueck. I suppose we possibly can have it tomorrow. 

Senator Dovueias. Will you furnish a copy of your reply for the 
record as well as to Mr. O’Brien and the other parties? 

Mr. Marscueck. Surely. 

Mr. O’Brien. We would appreciate that very much. 

Senator Dove.as. If there is no further business, we will adjourn 
until tomorrow with the understanding that the first two witnesses 
on the stand tomorrow are the two consulting actuaries. 

Mr. Lercuty. Do you plan an afternoon session tomorrow? 

Senator Douauas. I hope so. I planned an afternoon session for 
today, but we have the migratory labor bill up and I shall have to be 
on the floor a good part of the afternoon. 

Whereupon, at 12:20 p. m., the hearing was recessed until 10 a. m. 
Thursday, May 3, 1951.) 


) 
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THURSDAY, MAY 3, 1951 


SUBCOMMITTEE ON RarLRoap RETIREMENT 
LEGISLATION OF THE COMMITTEE ON 
LABOR AND Pusiic WELFARE, 
Unirep STates SENATE, 
Washington, D. d. 
1e subcommittee met, oe to recess, at 10 a. m., in the Old 
Supreme Court Room, the Capitol, Senator Paul H. Douglas, chair- 
man of the subcommittee, presiding. 
Present: Senator Douglas. 
Also present: Paul L. Badger, member, professional staff. 
Senator Douatas. The committee will come to order. 


» 


Congressman Van Zandt, do you care to testify now’ 


TESTIMONY OF HON. JAMES E. VAN ZANDT, UNITED STATES 
REPRESENTATIVE, TWENTY-SECOND DISTRICT, STATE OF 
PENNSYLVANIA 


Representative Van Zanpr. My name is James E. Van Zandt, 
Twenty-second District of Pennsylvania. 

Senator Dove.ias. We are very glad to welcome you, Congressman. 

Representative Van Zanpr. First let me express my appreciation 
for the opportunity of appearing before you this morning. As some 
of you know, | represent a heavily populated railroad district in 
central Pennsylvania. 

Senator Dove.as. Does that happen to be the Altoona district? 

Representative Van Zanpr. That is the Altoona district, Blair, 
Centre, and Clearfield Counties. 

Without fear of contradiction on a percentage basis it is my belief 
that I have more active and retired railroad employees in my con- 
gressional district than any other Member of Congress. In the city 
of Altoona, Pa., alone, out of a population of about 85,000, it is com- 
mon knowledge that a great percentage of the wage earners are em- 
ployed by the Pennsylvania Railroad. With the convening of the 
Kighty-second Congress, I, like many other Members of Congress, 
introduced bills designed to liberalize the Railroad Retirement Act, 
and to increase benefits to not only annuitants and pensioners but 
also to widows and other survivors. These bills were among some 
50 similar measures that have been pending in the Eighty-first Con- 
gress, and which have been introduced in the present session. It 
imay surprise you when | say that | have retired railroad employees 
and survivors of deceased employees in my congressional distriet who 
are actually hungry and living under conditions that you and I would 
find repugnant to the American way of life. These people are the 
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victims of frozen incomes over which they have no control. Congress 
as the custodian of the railroad retirement fund, is obligated, as | 
it, to provide relief to those people through amendments to the R 
road Retirement Act. 

According to the Railroad Retirement Board, the average ag 
the disabled and retired annuitants is 70.2 years, and the pensi 
is 81.9 percent, while the average of the widow is 72.8 years. 

The average monthly benefit received by the annuitant is $82.8] 
monthly; the pensioner, $70.80 monthly; and the widow, $29 
monthly. 

Keeping in mind the scale of benefits that I have mentioned 
may be well to look at the cost of living figures as furnished by 
Bureau of Labor Statistics of the Department of Labor as of Novem 
15, 1950, or about 6 months ago. They said in a letter to me that 
cost of living had increased 71 percent over the cost of living in 19 
the vear the Railroad Retirement Act became effective. For illustra- 
tion, food has increased 99 percent, wearing. apparel 89.7 percent 
rent 24.3 percent, fuel, electricity, and many other items, 43.4 per- 
cent, house furnishings 94 percent, and miscellaneous items 58.9 
percent. 

As I stated, these cost-of-living figures are nearly 6 months o! 
and as you know, the prices of everyday commodities have increas 
during that period. 

While these increases in the cost of living were mounting during 
the period from 1937 to 1951, the recipients of railroad retirement 
benefits received but one increase, the 20 percent granted by 
EKightieth Congress. The widows, however, received no increas 

It may be well for me to remind you at this point that the 1937 o 
1939 dollar is not the same dollar in value that these retired railroad: 
or their survivors receive today. It can truthfully be said that th 
are the victims of not only the high cost of living, but also an integrat: 
dollar. 

1 am fully acquainted with the actuarial studies made from time | 
time regarding the solvency of the railroad retirement fund. Whil 
conflicting information has been received as to the ability of the fund 
to stand an increase in benefits, it is the general opinion that the fund 
is capable of absorbing a reasonable increase when you take into 
consideration the increased income of the fund resulting from increased 
wages and high employment in the railroad industry. 

In appearing before you this morning I am mindful of the fact that 
you are surrounded by experts who have given and will give testimon) 
on every phase of the Railroad Retireinent Act. 

Senator DovcLas. Congressman, you know the popular definition 
of an expert? 

Representative Van Zanpt. Maybe I do and maybe I don’t. 

Senator Dovetas. A man who is a long way from home. We have 
brought our experts in from outside of Washington. 

Representative Van Zanpr. I am not here in behalf of any particu- 
lar bill because I have no pride of authorship. I am only interested 
in amending the Railroad Retirement Act so as to relieve the distress 
that prevails among annuitants, pensioners, widows, and survivors of 
retired railroad employees. In my opinion no time should be lost 
by Congress in taking action to relieve the plight of these deserving 
Americans. Therefore, I hope that you will report favorably the best 
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possible bill liberalizing the Railroad Retirement Act and at the same 
time maintaining the solvency of the retirement fund. 

In conclusion, I would like to mention that the eyes of thousands of 

tired railroaders and their survivors residing in my congressional 
district are focused on the Congress of the United States, hopeful that 
we, the representatives of the American people, as custodians of the 
railroad retirement fund, financed solely by the employer and the 
emplovee, will take prompt action in amending the existing law. | 
thank you. 

Senator Doveitas. Thank you very much, Congressman. Your 
statement will be made part of the record. 

Representative Van Zanpt. Thank you, Senator. 

Senator Doveias. The next witness this morning is Mr. Robert D. 
Holran, who is a member of the actuarial advisory committee. Is Mr. 
Holran here? 

Mr. Lerigury. Mr. Chairman, I have some additional copies of the 
so-called Leighty exhibit this morning. 

Senator Dovetas. Will you put those on the table here so everyone 
may get copies. 

I believe that requests were made for information by Mr. Fort and 
Mr. O’Brien. Is the Railroad Retirement Board ready this morning? 

Mr. O’Brien. They furnished us with the responses we asked for 
with respect to the problems posed by our actuary, Mr. Chairman. 

Senator Doucias. Have those been made a part of the record? 

[ have been handed a copy of the so-called Bronson request for 
information submitted by Mr. O’Brien, and an unsigned reply to 
those inquiries presumably submitted by Mr. Matscheck. 

Mr. Marscueck. That is correct. 


Senator Dovaetas. I ask that these be made a part of the record at 
this point. 
The matter referred to follows:) 


\priL 28, 1951. 
Subject: Bronson Request for Information 
|. Our actuary, Mr. Bronson, called me this morning and requested that we 
attempted to obtain certain specific information which he needs in his analysis 
f the RLEA bill. He states that he cannot tell certainly from the language of 
the bill how it would apply in certain situations 
2. He therefore requests that the subcommittee obtain for its record from 
proponents of the bill or from members of the staff of the Retirement Board the 
following information. 
3. Assume as Case No. 1 a man hired in railroad service in 1937 at age 40, who 
earns level railroad compensation of $3,000 per year who 
(a) died in 1947 at age 50, leaving a widow and child entitled to survivors 
benefits; 
(b) died in 1957 at age 60, leaving a widow and child entitled to survivor 
benefits: 
(c) retired in 1962 at age 65, with no living wife or child entitled to benefits. 
4. Assume as Case No. 2 a man hired in railroad service in 1945, who earns level 
railroad compensation of $3,000 per year, and who from 1937 to 1945 earned level 
wages under social security of $2,000 per year who 
(a) died in 1947 at age 58, leaving a widow and child entitled to survivor 
benefits; . 
(b) died in 1952 at age 63, leaving a widow and child entitled to survivor 
benefits; 
(c) retired in 1954 at age 65, with no living wife or child entitled to benefits. 
5. For these examples, what would be the development and determination of 
social security and railroad retirement benefits? How would these cases be anal- 
vyzed from the standpoint of tax payments, and of all adjustments between the 
social security and the railroad retirement systems? 
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6. The operating organizations would appreciate this information so 
assist their actuary in his analysis of the effects of the proposed RLEA b 


Currrorp D. O’Bri 


APPLICATION OF THE REIMBURSEMENT PROVISION OF S. 1347 TO SEVERAL I 
TRATIVE CASES SUBMITTED BY Mr. BRONSON, ON BEHALF OF OPER 
ORGANIZATIONS 


Ss 1347 provides sec. 23) for a “special joint report to the President 
submitted to Congress setting forth the experience of the [Railroad Retire: 
Board in crediting [social security] wages toward awards and in administerir 
proviso in section 3 (e) of this act, and the experience of the Federal Se 
(Administrator in crediting [railroad] compensation toward awards, and 
recommendations for such legislative changes as would be necessary to plac 
OASI trust fund in the same position in which it would have been if ser 
as an employee. after December 31, 1936, had been included in the term ‘em; 
ment’ as defined in the Social Security Act and in the Federal Insurance Cont 
tions Act.” 

Our interpretation of the above provision is that it calls for the railroad ret 
ment system to receive the full amount of taxes on annual railroad payrolls a 
present, but to earmark or turn over to the social security system that po 
of the total which would be equal to the amount that would have been rec« 
by the social security svstem at the rates called for in the Federal Insurance ‘ 
tributions Act, if railroad service had been included in the term ‘“‘employm« 
as defined in the latter acts \t the same time, the railroad system would pa 
benefits on joint earnings with respect to qualified employees and their survi 
except for retirement and [supplementary] wives’ benefits based on social secu: 
earnings alone, which would still be paid by the social security system. Of 
total of benefits paid by the railroad system it will be reimbursed by the sox 
security system that part equal to the amount, or the additional amount 
would have been paid under the social security svstem if railroad service had bet 
uniformly creditable under the latter system 

The foregoing relates to the taxes and benefits paid after the effective dat 
S. 1347 For the period beginning January 1, 1937, and ending with the effect 
date, it will be necessary to arrive at some amount representing the excess of ta 
over benefits as of the effective date both at the rates applicable to the so 
security svstem, with interest, that would have resulted if there had been no 
arate railroad system and railroad service had been uniformly covered by the so 
security svstem 

The manner of settlement along the lines described above will be recommend 
in the joint report of the Railroad Retirement Board and the Federal Secu 
Administrator referred to in section 17 of S. 1347, but the details and actual pr 
cedures will be worked out later. 

It should be pointed out that the settlement between the two agencies does 
anticipate the computation of taxes and benefits in individual cases. Taxe 
the social security rates will probably be related to the taxable portion of the t 
annual railroad payroll and accounting of benefits may be done on a sample ba 

In the analysis of the illustrative cases, it was assumed that S. 1347, if enact 
would have an effective date of July 1, 1951. The tax figures shown have 
actual bearing on the settlement in the individual case since taxes will be hand 
on the basis of the whole payroll 

Case No. 1 Employee begins railroad service on January 1, 1937, at age 
and earns level compen ation of $3,000 per vear 

a) Employee dies on January 1, 1947, leaving a widow and child entitle 
survivor benefits. 

1. Emplovee and employer paid $1,830 in railroad retirement taxes. 

2. Combined taxes at the social security rate would have been $600. 

3. Monthly benefits under RRA would be: 
i To widow and child from January 1, 1947, to June 30, 1951 $65 
(ii) To widow and child from Julv 1, 1951, to date child attains 
age Is 130. 00 
(iii) To widow deferred annuity at age 65 ) 

Benefits under SSA would have been: 

(i To widow and child from January 1, 1947, to August 31, 1950_ $55. 00 

(ii) To widow and child from September 1, 1950, to date child 
attains age 18 101 

(iii) Deferred widow’s annuity at age 65 50 
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The amounts due Railroad Retirement Board will be determined on the basis 
he benefit amounts of item 4. 
Employee dies on January 1, 1957, leaving a widow and child entitled to 
ivor benefits. 
Employee and employer paid railroad retirement taxes of $5,475 
Combined taxes at the social security rates would have been $1,500 
Benefits under RRA would be: 


i Monthly benefits to widow and child from January 1, 1957, 
to date child attains age 18 
ii) Lump-sum payable at death 
iii) Deferred annuity to widow at 
Benefits under SSA would have beet 
(i Monthly benefits to widow 1 ; 
to date child attains age 18 $108. 80 
ii) Lump-sum payable at deat! 217. 50 
iii) Deferred annuity to widow at age 65 54. 40 


Taxes would be taken care of in-the general settlement SSA would reimburse 
RRB at rates shown in item 4 
Kmployee retires at age 65 on January 1, 1962, with no living wife or child 
ed to benefits. 


| mployee and emplover taxes on railroad emplovmer $7. 350. 00 
Combined taxes on railroad emplo me} at els ecurtt rates 2 160. 00 
Benefits payable by RRB: 
i) Retirement annuity beginning at age 6: 120. 00 
ii) Lump-sum benefit paval at sath 960. OO 
B efits that would have been paid 
i) Primary insurance b nefits begin 


ii) Lump-sum benefit payable : 


will be taken eare of ‘ment. SSA 1 reimburse 
iten 
Kmployee was in social security employment i vears 1937 
ng a level wage of $2,000 per year, and began continuous railroad service 
1, 1945, at a level annual compensation of $3,000 
“mplovee died on January 1 


tled to survivor benefits 


Kimplovee and emplover pai 


Combined taxes on railroad 


S170 
Combined taxes on social seeurit 


Monthly benefits under RRA woul 


i) To widow and child from Jani 

ii) To widow and echild from Jul 
age 18 

iii) Deferred annuity to widow at 

5. Monthly benefits under SSA would have been: 

(i) To widow and child from January 1, 1947, to 

ii) To widow and child from September 1, 1950, to « 
tains age 18 

iii) Deferred annuity to widow at age 65 


Social Security Administration would reimburse Railroad Retirement Board 
at benefit rates shown in item 5. 

bh) Employee dies on January 1, 1952, at age 63, leaving a widow and child 
entitled to survivor benefits. 

1. Employee and employer paid $2,175 in railroad retirement taxes 

2. Combined taxes at social security rates on railroad service would have 
heen S480. 

3. Combined taxes on social security employment were $320 

1. Benefits payable under Railroad Retirement Act—none except for possible 
residual (employee had less than 10 vears of railroad service 

5. Benefits payable under Social Security Act: 


(i) Monthly benefits to widow and child from January 1, 1952, 
to date child attains age 18 $108. 80 
(ii) Lump-sum benefit payable at death 217. 50 
(iii) Deferred annuity to widow at age 65 54. 40 
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There will be no reimbursement from SSA with respect to this case, si 
he paid bv the RRB. 

kimplovee retires on January 1, 1954, at age 65, with no living wife 

ed to ben nt 


rance henefits will 


‘ 
kmplovee and emplover paid $2,925 in railroad retirement taxes. 
Combined taxes on railroad service at social security rates would be S$ 
Combined taxes on social security nployment were $320. 

t. Benefits payable under RRA—none, except for possible residual (em 
had less than 10 vears of railroad servic 

5. Benefits payable under SSA: 

(i Primary Insurance benefit 

ii) Lump-sum payable at death 2 
There will be no reimbursement from SSA with respect to this case, sinc 
insurance benefits will be paid by the RRB. 

Senator Douauias. You asked for certain information, Mr. Fo 

Mr. Forr. I have received no answer as yet, Mr. Chairman. 

Senator Dovuauas. I see. 

Mr. Marscureck. We are getting the answers ready as rapidly 
possible. 

Senator Dovaias. When you have the material ready will 
have it multigraphed so that the members attending the hearn 
can obtain copies and when submitted we will make it part of 
record? 

Mr. Marscueck. Verv well, sir. 

Mr. Scuorene. Mr. Chairman, there were two questions submit 
yesterday to which I was asked to provide the answers. I have 
answers to those questions here. I don’t have many copies, but ther 
are a number of carbons there that can be available to those intereste 

Senator Doucias. These are replies submitted by Mr. Sands, and 


I think, Mr. Sands, you should have the original and two copies of 
it. I shall ask that the reply of Mr. Schoene to these queries be mad 
a part of the record at this point. 

(The matter referred to follows: 


ANSWERS TO CERTAIN QUESTIONS SuBMITTED THROUGH CHAIRMAN Of 
SUBCOMMITTEE AT THE HEARINGS BEFORE THE SUBCOMMITTEE ON May 2, 195 


I was requested to furnish on May 3 the answers to the following questions 

Question 1. Does the proposal of 8. 1347 to transfer those who have had 
than 10 years of railroad service to social security, with no loss to either 
social-security or railroad retirement fund, mean that the recently increas 
social-security benefits offset the present and/or proposed railroad retirem« 
benefits? 

Answer. It is not at all clear to me what information this question seeks 
develop. Specifically, lam not clear as to what is meant by “with no loss to eit 
the social-security or railroad retirement fund” nor what is meant by “offset 
So far as the adjustments bet ween the railroad retirement account and the old-ag 
and survivors insurance trust fund are concerned, the bill S. 1347 contempla 
that the old-age and survivors insurance trust fund will be put in exactly the sar 
position in which it would have been if railroad service since 1936 had been cover 
by the Social Security Act and the Federal Insurance Contributions Act. It 
anticipated that by this process the railroad retirement system will be app 
priately compensated for the contribution it makes toward the maintenance 
old-age and survivors protection for the general population. Whether the res 
is “with no loss to either the social-security or railroad retirement fund” depen 
on the standard of judgment. It represents no gain or loss to either as agains 
what we believe to be the proper charge to be made upon each for the provisio 
of old-age and survivors protection for the whole working population. Judge 
against existing conditions it represents a gain to the railroad retirement accou 
at corresponding expense to the old-age and survivors insurance trust fu 
inasmuch as the railroad retirement system would be recovering what is in sul 
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»a subsidization by the railroad industry of the general system of old-age and 
ors protection. If it is the intent of the latter part of the question to com- 
the benefits to be derived from crediting railroad service under the Social 
ty Act with the benefits payable on the basis of such service under the present 
road Retirement Act or the act as it would be amended by S. 1347, the answer 
be that no such comparison can be made except upon the employment 
rd of an individual case. If an individual has sufficient nonrailroad service 
fully insured under the Social Security Act without taking railroad service 
account, his gain in social-security benefits through the inclusion of railroad 
ice in their computation would derive from increasing the compensation used 
» dividend in computing his average monthly wage while the divisor would not 
‘reased since the divisor in any event includes the total elapsed time from 
ting date to ending date irrespective of whether the individual was in covered 
loyment. On the other hand, if the individual’s nonrailroad service was 
ifficient to give him a fully insured status and the crediting of railroad service 
iid give him such a status, the advantage to be derived extends not merely 
he computation of the average monthly wage but includes as well the avoidance 
complete forfeiture of benefits based on nonrailroad service. 
1estion 2. If a man had 7 years of service under the Railroad Retirement Act, 
ing $300 a month, his railroad annuity on this basis being $33.60, and then 
rked 1% vears under social security after January 1, 1951, and retired at age 65, 
ild he collect $80 under social security plus one-half ($40) for his aged wife over 


-9 
t 


Answer. The question does not state what earnings under social security are 
sumed, but it is apparently the intention to suppose an average monthly wage of 
$300. If that is the case, by reason of the very heavy weighting of the new-start 
rovision of the amended Social Security Act in favor of beneficiaries who retire 
irtly after the enactment of the legislation, the individual described in the 
iestion would qualify for the maximum primary insurance benefit, namely, $80, 
1 if his wife is aged 65 or over she would qualify for a wife’s benefit in the 
yuunt of $40, assuming, of course, that all other conditions of eligibility are 
Since these benefits are the maximum payable under the Social Security 
the inclusion of railroad service would provide no additional benefit and 
msequently there would be paid under the Railroad Retirement Act the full 
sidual lump-sum guaranty constituting reimbursement of the taxes paid plus an 
owance in lieu of interest. 


TESTIMONY OF ROBERT D. HOLRAN, MEMBER, ACTUARIAL 
ADVISORY COMMITTEE, RAILROAD RETIREMENT BOARD, NEW 
YORK, N. Y. 


Senator Dovetas. I think that clears the way, Mr. Holran. You 
have no prepared statement? 

Mr. Hotran. I am here at your request, Senator. 

Senator Dovetas. The Railway Retirement Board submitted a 
report to the chairman of the full Committee on Labor and Public 
Welfare on the cost of S. 1347. Part of that report was an exhibit B, 
consisting of three pages, with a final tabulation on page 3 of the 
estimated cost of the benefits provided under 5S. 1347. Have you 
found that? I think you have it there. 

Mr. Houran. Yes; that is the exhibit ending “to al net cost 14.13’’? 

Senator Dovetas. That is correct. Have you had a chance to 
check those figures? 

Mr. Hotran. Only in a limited way, sir. We first saw the bill 
Tuesday morning, and obviously 

Senator Dovetas. You mean this Tuesday? 

Mr. Hotran. Yes. We had had no word of the matter prior to 
that. As you know, it is a complex and involved matter. We have 
made such over-all checks as time and facilities available permitted. 
As you know, the Railroad Retirement Board has been under great 
pressure. We have not had a chance to sit down at any length with 
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them. We have not been able to go to the underlying data and 
all the assumptions 

Senator DovuGias. You have not assisted in the preparatior 
these statements? 

Mr. Hotran. No. The first I heard of the bill was by a telepho 
call last Friday. So it is entirely new territory to us. 

Senator Dovetas. Have you had sufficient time to express a gen 
point of view on the accuracy of these figures? 

Mr. Hotran. Subject to what I just said, I would say that 
general procedure seems proper and in accord with actuarial pri 
ples. So far as we have been able to check, the gross increases, t! 
is, those presented by Mr. Musher, in table 1 before bringing in 
offsets, appear to be substancially correct. The one thing that 
anyway, would have some qualms about would be the degree to w! 
these gross increases would be offset by the so-called work clause, by 
exclusion of the employees with less than 10 years of service, and 
this social-security set-up while on the benefit side the proposed 
does definitely provide substantial increases. I am in no position 
you see, actually to question the accuracy of the estimates. I th 
Mr. Musher indicated that they were to be taken in any event 
pretty nearly minimum estimates, without any appreciable inte: 
tional margin of safety. That is, you might say they are at the lo 
end of the range of plausible estimates. It would be very unlikely 
my opinion, that the costs would be less and quite likely that the cos 
would be somewhat more 

Senator DouGias. You are speaking of the work clause and t! 
gains made through excluding those with less than 10 years’ servir 

Mr. Houran. Yes. As to excluding those with less than 10 yea 
service, of course there is presumably a pretty good factual basis 
the Railroad Retirement Board’s files and past experience. The wor 
clause, in its revised form, is new, and of course there is no past 
experience on which to go. 

There is one further point, which is true of any new pension pla 
or any substantial amendment to an existing retirement plan, namely) 
that the plan itself may change the previous experience. For exampl 
if you increase the retirement benefits substantially, the incentive to 
do work outside of the plan will be reduced accordingly. So that 
whole question of the degree to which these gross increases will b: 
offset is necessarily somewhat “‘iffy,’’ an increase of 38.7 percent. 

For example, if you will refer to Mr. Musher’s table 2, which | 
think you have there, and compare columns | and 2 with possibly 
some technical qualifications as to the payroll bases, which I won't 
go into now partly because they are not too clear to me—if you com- 
pare the percentage increase that results under 5. 1347 simply from 
the change in the benefit formulas which Mr. Musher indicates 

Senator Dove.as. An increase of around 14 percent under A. 

Mr. Hotran. Comparing the retirement benefits, the increase is 
14.3 percent. Item B, the wives’ benefits, is completely new, and 
requires a rate of 1.46. Then the survivor insurance benefits, with a 
very substantial increase of 86.6 percent. Other costs which ar 
under 1 percent, anyway, have a percentage decrease of 16.1. The 
over-all increase in estimated net costs is 38.7 percent. If you go on 
to table 3— 

Senator Dovuctas. That shows an increase of 14.2 percent. 
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Mr. Hotran. If you compare the 14.12 rate that he has there with 
the 12.18 rate, which is that for the present plan per table 2, you get 
an increase of 16.7 percent. In other words, that gross increase of 

..7 is knocked down to a net effective increase of only 16.7 percent 

the required rate. For gross increase I divide 16.89 by the 12.18 
from table 2. Using my figures, which might be adjusted a bit, we 
have 16.7 divided by 36.7 or 0.431. For the net increase | divide 

1.12 by the same denominator, 12.18, giving an increase of 16.7 
percent. 
~ Senator Doveias. Mr. Musher, may I ask you to identify the 
first column of your table 2 marked ‘“‘the cost of 1937 Payroll Retire- 
ment Act’? That is the 1937 act as revised up to date? 

Mir. MusHer. You are talking about table 2, the second column? 

Senator Doueuas. That is correct. 

Mir. MusHer. | would like to explain that comparison is somewhat 
unfair. The increase of 14.12 would probably be from an average 
between table 1 and table 2 of the present act. 

Senator Douveias. Mr. Musher, may I ask, is the first column of 
table 2 the cost of the act as it was in 1937 or the cost of the 1937 
act as revised through 1946? Does it take account of the increases 
in 1946 and 1948? 

Mr. Musner. That is correct, sir. 

Senator Doua.as. I see. That is, it is the present cost of the 
existing act. 

\lr. Musuer. The cost is somewhat above 12% percent. I am 

ist saying that in making a comparison to 12.14 you should take a 
range of the figures on table 1 and table 2. 

Mr. Horan. I would agree to that, but the sense of my comments 
s the same, which means that 43 percent of the gross increase is left 
in this 14.12. 

Senator DouG as. Just a minute. Should you make your com- 
parison between the 16.32 and the 12.18 or the 14.34 and the 12.18, in 
the first column, because the 12.18 is the 13.40 minus the 1.22 of 
interest allowance? If you deduct the interest from the cost in one 
place you should in the other, should you not? 

Mr. Hotran. Possibly. 

Senator Dovetuas. | think that is right. 

Mr. Hotran. Not to get involved in these figures at the moment, it 
is evident on any basis that a substantial part of the increase is 
eliminated. 

Senator Dovatas. The increase seems to run between 135 and 2 
percent, is that correct? 

Mr. Hotran. The increase over what base? 

Senator DovGuias. Over the present base. 

Mr. Hotran. Yes. That is, taking the 14.12 and subtracting the 
12.80. I think that difference is 1.62. 

Senator DovGuias. That is primarily caused by the wives’ benefit 
plus the increase in retirement allowances. 

Mr. Hotran. It is by all these things, of course. The survivorship 
benefits have a very large bearing on the increase, although the 
absolute amount of the retirement benefits is larger. It is caused by 
all three of items A, B, and C—the retirement benefits are up, the 
wives’ benefits are completely new, and the survivor benefits have a 
very large increase. 
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Senator Doueias. Have you any estimate as to how great 
increase would be with the raiJroad retirement fund if the rail; 
retirement fund did not make savings under S. 1347 by collectin 
railway retirement taxes amounts very largely in excess of the refu 
which it will later make to the Social Security Board? 

Mr. Hoxran. No, sir; not completely. In table 3, aside from 
exclusion of employees with less than 10 years of service, if 
consider items B, C, D, and E, the net result is a rather trivial dec: 
of 0.25 percent. The major decrease is on that other group. Ih 
no figures as to how much that adjustment knocks out. 

Senator Doveias. We could obtain that, could we not, by find 
out what the total cost of this system would be if the eligibility requi 
ments were as they are now, and then by subtracting what the . 
would be under the eligibility provisions of S. 1347, getting 
probable amount saved to the fund by collecting in excess of socia 
security benefits? 

Mr. Hotran. I presume the Board, with the data available to the: 
could do it. 

Senator DouGias. May I ask Mr. Musher or Mr. Matscheck 
they made that computation? Have you computed what the saving 
to the railway retirement fund is under S. 1347 through collecting 
12}; percent from those who later turn out to have less than 10 years’ 
service but refunding to social security only the amounts, now 
and ultimately, only 6% percent, which would have been paid 
payroll received? 

Mr. Musuer. We figure that if S. 3417 were to be applied to every- 
body in the railroad industry, in other words, that there be no servi 
requirement whatsoever for benefits in accordance with the presen 
existing provisions, we would throw in an additional cost under item A 
on table 3 of about 1% percent, and that in addition we would take in 
offsets under B minus C because under those conditions the social- 
security system would not be paying to the employees directly but 
through the Railroad Retirement Act. That savings is something ws 
have not calculated, but if we had to take a guess we would say ther 
would be a corresponding offset in the neighborhood of a half percent 
of the payroll. 

Senator Douce as. That would make an added cost of 1% percent. 

Mr. Musuer. Something of that nature, Mr. Chairman. 

Senator Doucias. So assuming that the most probable cost is 
14.12 percent, were it not for the exclusion of those with less than 10 
years’ service, the cost would be in the neighborhood of 15% percent or 
15‘ percent. 

Mr. Musuer. Yes. 

Senator Doucias. Thank you. 

Is it your feeling, then, that this estimate of 14.12 percent is close 
to a minimum cost estimate? 

Mr. Horan. Yes, sir; it is. 

Senator Doucuias. Have you worked through the table which Mr. 
Musher submitted yesterday consisting of two parts? 

Mr. Hotran. The projection table? 

Senator Doua.as. Yes. 

Mr. Hotran. No; I haven’t. I heard his testimony and followed 
it yesterday. I understood him to say that the figures developed in 
this projection checked approximately on a discounted basis with his 
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3, and that to my mind was a sufficient indication that it was 
substantially correct, or at least that it was consistent with table 3. 
\s he indicated, it is more difficult to run out projections. 

Senator DouGc.Las. You have been a member of the consulting 
oard of actuaries for the railroad retirement fund since its beginning? 

\ir. Hotran. Yes, sir. 

Senator Dovatas. Is it not true that the railway retirement fund 
s operated under difficulties which the social-security system has 

because it assumed the accrued liabilities of prior service for 
which either no contributions were made or very small contributions 
were made in the private funds? 

\lr. Hotran. Yes; in the sense that it is set up as what purports 
to be a balanced system, whereas social security—I am not too 
familiar with that—is a kind of open end set-up. 

Senator Douauas. The figures which Mr. Musher quoted yesterday 
indicated that when the cost estimates ranged around 12 percent, 
11, percent was due to meet the accrued liability for prior service, 
for service prior to 1937, upon which contributions had not been paid 
but for which liabilities were incurred by the fund, and only 7% 
percent of the cost was for meeting benefits of future insured workers. 

Mr. Hotran. That is correct according to the 1947 valuation. I 
think the figures you were referring to are these: The normal rate 
for future entrants, as then developed, was 7.872. Interest at 3 
percent on the accrued liability of $7,382,600,000 was 4.744 percent 
of payroll. The cost of administration was put in at one-tenth of 1 
percent of payroll, making a total estimated level rate as from 
December 31, 1947, of 12.716. Those were the figures you had 
in mind. 

These figures suggest some further comment on the rates now 
estimated for S. 1347. You asked my opinion as to their adequacy. 
They do in any event purport to be adequate only on the basis of 
financing that you indicated, namely that any excess of benefits less 
funds in hand over the present value of future income should not be 
actually paid out at any given date, or amortized at any given date, 
but that only the interest thereon should be paid. 

I think it would be illuminating for the Board, when it has oppor- 
tunity, to present figures comparable to those in table 3, showing 
the cost for new entrants, so far as it is possible to do so on this set-up, 
the cost of interest on the unfunded accrued liability, and also the 
total unfunded accrued liability that would result were these amend- 
ments to go into effect. The Board has not yet been able to supply 
us with that information. 

Senator Dovatas. You have asked for it? 

Mr. Houran. Yes, sir. It would seem from rough estimates that 
the accrued liability must be increased certainly over a billion, maybe 
in the neighborhood of a billion and a half, which would bring the 
total accrued liability up to something like $9 billion as of the effec- 
tive date of the amendment. That is assuming no substantial change 
in the 1947 liability of $7.4 billion, which I think is a fair assumption. 

Senator Dovatas. In the case of the social security fund, that fund 
did not assume any liability for prior service, that is, the benefits under 
social security are simply based on earnings received under the social- 
security system and after 1935 or 1937, I forget which, and prior 
service of people outside the railway system but within the covered 
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occupations of the social security fund, those people were to be ta! 
care of under old-age assistance, which is a cross between idee 
pensions and relief, the cost of which is borne by the general taxpaye; 
Is that not true? 

Mr. Hotran. Yes, sir; except possibly that, of course, social security 
is not set up in a formal division of benefits into future service 
prior service. 

Senator Doua.as. Prior service was not taken into consideration 
at all? 

Mr. Hotran. Except as it might be in effect reflected in the some- 
what higher benefits to older people. 

Senator Douatas. On the first increments of income. 

Mr. Hotran. Yes; but on all income the older people pay in taxes 
for a smaller part of their own benefits than do the younger people 

Senator Douaetas. But prior service as such was excluded. 

Mr. Horan. Yes. 

Senator Doue.as. To the degree that people had grown old in thi 
service of industry before, and were on the point of retiring or to the 
degree that they had received earnings, the Social Security Act itself 
did not provide them protection. Such protection as they obtained 
if they had spent their entire lifetime in past service, or virtual], 
their entire lifetime in past service and were about to retire, was to 
be given through an old age assistance program which had in it larg: 
elements of relief and not merely an automatic pension. 

Mr. Houran. Yes. 

Senator Doua as. Whereas the railway system provided out of 
taxes levied upon employer and employee protection for past service 
and therefore the industry assumed a burden which in the case of 
other industries was thrown off upon the general taxpayers. Isn't 
that true? 

Mr. Hotran. Might it not be true, though, that although at th: 
first stage the industry ostensibly assumes the burden, some part of 
that burden is necessarily passed on? 

Senator DouGias. When you get into the shifting and the incidents 
of these taxes, you get into a complicated subject. 

Mr. Houran. | realize that. It may be impossible to analyze, but 
it seems evident that a substantial part of these higher rates must 
be borne by the taxpayers. 

Senator Dovuatas. | guess it is called to the attention of the Inter- 
state Commerce Commission when briefs are presented asking for an 
increase in rates. 

Mr. Hotran. Exactly, sir 

Senator Doucias. Do you think the railway retirement system 
could be amalgamated with the social-security retirement system 
and made a unified system? 

Mr. Hotran. There is a motto on the Union Station down here, 
“The mind of man has conceived all figures,’’ and I think that might 
apply to your proposal. 

Senator DouGuas. It is not my proposal. It is my inquiry. 

Mr. Hotran. To vour suggestion or hypothesis. I think it could 
be done. It seems to me it would lead to rather complex admin- 
istration. 

Senator DovaLtas. What would you do about the benefits paid to 


those with prior service prior to 1937 for which no tax has been 
received? 


and 
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Mr. Hotran. Was the sense of your question that new entrants 
should simply- 

Senator Dovetas. No; that the whole system be amalgamated. 

Mr. Hotran. As part of that, would new entrants simply then be 
inder social security and receive those benefits? 

Senator Dovuauas. Yes. 

Mr. Houran. It would be only the present group as to which there 
would be any difficulties? 

Senator Doueias. My question is what to do with the present 
group. 

Mr. Houran. That is a $64 question. I can’t answer that offhand 

Senator Dovetas. Does it seem a formidable problem to you to 
take care of the present people? 

Mr. Hotran. It seems a formidable problem, but under the present 
set-up it is a $9 billion formidable problem anyway. 

Senator DouGcLas. You have a tax rate of 124 percent whereas 
under the social-security you have a present tax rate of 3. pereent 
rising gradually to 6. 

Mr. Hontran. Yes, but there is another point. This rate of 14.12 
is, of course, in excess of the ultimate combined taxes of 12's percent 
in any event, and on the assumed payroll would result in a visib le 
deficit of some $85 million a vear. As Mr. Musher indicated yestet 
day in his projection, that would eventually, even on these figures, 
use up the existing funds. That is a current operating deficit, so to 
speak—or rather not an operating deficit, but a deficit in collectible 
taxes as compared to the estimated required rate, altogether aside 
from the accrued liability. 

You said the present taxes take care of the railroad past service. 
They do on the assumption of a perpetual plan. They do not on the 
assumption that the plan would ever have to be self-liquidating or that 
there might be substantial decreases in the payrolls and the emplovees. 

Senator DouG.ias. Most of your practice has been in the field ¢ 
private insurance? 

Mr. Horan. Some of it has been. 

Senator DouGuas. There is a great difference, is there not, between 

private retirement plan for an individual company or an annuity 
plan for individual persons and a plan for a system such as the rail- 
ways, isn’t that true? 

Mr. Houtran. Yes. 

Senator Douauas. To the degree to which the railway system con- 
tinues, and unless Congress eliminates social security for the railway 
workers, the plan will continue for railway workers and therefore there 
will be a continued flow of income. Isn’t that true? 

Mr. Hotran. That is true, and if it continues on the present level. 

Senator Doua.ias. Each generation as it is working can therefore 
pay for the protection of a preceding generation, being in turn taken 
care of by the next generation when they get old. Isn't this true? 

Mr. Hotran. That is true, if you make that assumption of a per- 
petual system. 

Senator Doua.as. I grant you that there is not the same solidity or 
permanence to a fund for a particular industry that there is for all 
industry. Therefore, I grant that there may be a need for a larger 
reserve in the case of the railway retirement system than in the case 
of the social security system, but certainly there is not as great a need 
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for as large a reserve as if this were a private company selling annu 

policies to individuals and in competition with other insurance co: 
panies, with the possibility that some time pe ople might suddenly sg; 

we won't take out any policy in this company, the flow of income \ 

stop, and they will have to cash in on their existing liabilities. C 

tainly this has a greater permanence than the individual insuran 
companies which sell annuities to individuals. Isn’t that true? 

Mr. Hotran. Without question, what vou say is true. Ther 
this angle to it, though. By that method of financing there may b 
tendency to increase benefits at a somewhat dangerous rate becau 
vou can set up benefits having a present value of a dollar or a billio 
dollars, whatever you like, and all you have to do to bidlaiiah out 
take 3 percent of that and then divide by your current payroll, and yo 
say that is the required rate. It is one thing, for the reasons that vy: 
stated, to start a plan, as the Railroad Retirement Act did, with a: 
initial accrued liability. You can say, here, we are faced with t] 
situation. This, perhaps, isn’t the best and the most conservatiy 
way, but it is a compromise. But we will at least see that this u 
funded liability does not increase and that there shall be provision fo: 
the actual amortization of any further benefits. 

For various reasons set out in the committee’s statement relative | 
the 1947 valuation, which I think is in the record, that has not been 
done. The initial liability increased from some three to four billio: 
dollars to 7.4 billion at the end of 1947. Now we have a proposed bill 
that would add another billion and a half, say, and we are getting 
within sight of a $10 billion unfunded liability. I agree with what you 
say, and as indicated by one of the witnesses yesterday, that the rail- 
road retirement plan is somewhere between a national plan and 
ordinary private plan, but there does seem to be a limit to the extent 
to which you should throw in benefits having great value and tak 
3 percent and divide by a 5-billion payroll and say you are financing 
these benefits. 

Senator Doueias. May I move backward a little bit in the question 
I am now going to ask. Were you acquainted with the private pension 
plans which the railroads had prior to the passage of the Railway 
Retirement Act? 

Mr. Hotran. To some extent. At that time I did considerable 
work for the Pennsylvania, which had a typical plan. 

Senator Douaias. Let me ask you this: What happened to those 
funds? Were those taken over by the railroad retirement fund when 
the fund assumed the liability for past service? 

Mr. Hotran. You don’t mean by fund any assets? You mean the 
plan, the benefits? 

Senator Dova.uas. The assets. 

Mr. Horan. In general there were no assets. 

Senator Dove.as. In other words 

Mr. Hotran. | think I am correct in saying the assets were trivial 
or nonexistent. 

Senator DovGeias. Do you mean to say that the railway set up these 
pension plans but then did not fund them and paid the claims out of 
current revenues? 

Mr. Hotran. Yes, sir. 

Senator Dovetas. Do you think that was actuarially sound? 
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Mir. Horan. No, sir; that is why we were working for the Pennsy]l 
inia. That is why we were doing considerable work for them. 
Senator DouGcias. You were trying to get them on ea sounder basis? 

Mr. Hotran. Yes, sir;and the difficulty was that we, whenever you 
ade the benefits halfway adequate, the liabilities became unmanage- 
ble, and if you kept the liabilities manageable, the benefits became 
inworkable. 

Senator Doucias. Let me ask you this question: Did you or did 
anyone make any estimate as to what the accrued liabilities of the 
railway systems would have been under their voluntary plans prior 
to the passage of the Railway Retirement Act, that is, assuming there 
was a legal obligation? We will go into that a little later. Assuming 
it was a legal obligation, what was the accrued liability? 

Mr. Hotran. I don’t know. I haven’t the figure available. | 
should think it might show in the first valuation report that the 
Board would have as to the present value of benefits to pensioners, 
if it was split out that way at that time. 

Senator Doucias. Could you indicate what the accrued liabilities 
for the Pennsylvania Railroad would have been, or would that be in 
professional confidence? 

Mr. Hoxran. I have no recollection of it, but I don’t think it 
would violate any confidence to say it was a substantial amount, a 
good many millions. 

Senator Dovetas. Is it probably true, assuming that the obligation 
to pay pensions was a legal obligation, and I know there is a matter 
of difference of opinion on that, but assuming it was a legal obligation, 
would it be conservative to say that the accrued liability amounted 
to perhaps several billions of dollars? 

Mr. Hotran. I don’t know. You see, the payrolls were lower, the 
wages were so much lower, that I would prefer not to pull a figure out 
of the air. 

Senator Dovetas. It would be a very large sum. 

Mr. Hoxran. In the ordinary sense of large; yes. 

Senator Doveias. Assuming it was a legal obligation, that would 
have been a 100- percent obligation of the railroads? 

Mr. Houran. Their plans in general were noncontributory, yes, sir. 

Senator Dovatas. So the railway retirement system helped the 
railroads as well as the railway workers. That is, it funded a series 
of plans which might have had disastrous consequences either finan- 
cially or in terms of public opinion upon the railways. 

Mr. Hoxtran. It helped get the railroads out of a tough spot, y 
sir. 

Senator Dovuctas. Because, if the railways had met these claims, 
it would have meant a big financial cost. If they had argued it was 
not a legal liability and therefore there was no obligation to pay, it 
would have cost them heavily in public opinion and possibly in strikes. 
Isn’t that true? 

Mr. Houran. Yes, possibly. I get the trend of your thought, but 
[ think it is fair to say that as compared to the present unfunded 
liability, whatever it was then—and I can’t nail it down closely—it 
is many times now than what was taken over. 

Senator Dovauas. It is much greater now than it was then, be- 
cause the benefits have been increased and new benefits have been 
added. 
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Mr. Houran. As | say, I think possibly the existing liabilities as 
they were about the time they were set up would be: reflected in the 
first valuation. 

Senator Doucias. May I ask the Railway Retirement Board if they 
ever made a computation on this point? 

Mr. Musuer. As I reeall it, Mr. Chairman, and it is only a recolle: 
tion, the liabilities that we calculated as of the first valuation for th 
pensioners we took over, roughly about 50,000, was about $200 
million. 

Senator Dovuc tas. But those were only the pensioners whom you 
took over. 

Mr. Musuer. That is all, sir. 

Senator DouG.ias. There was also a liability for the people in th 
advanced ages, not yet retired but who had spent let us say 20, 30 
35, or 40 years In service. 

Mr. Musuer. In connection with the liability as of that date with 
respect to service performed prior to 1937, the corresponding figure at 
that time was $3 billion. 

Senator Dovua.as. $3 billion as contrasted with 7.8 billion in th: 
fourth valuation, and the estimate now of close to $10 billion. 

Mr. Hotran. If you take this plan, | would say roughly $9 billion 

| would like to clarify Mr. Musher’s figure. I should assume that 
it includes all prior service, including that on roads which may have 
had no plans. Isn’t that true? 

Mr. Musuer. Yes, the three billion. 

Senator Douauas. I believe that 60 percent of the roads had some 
plans. 

Mr. Hotran. That might be. 

Senator Douatas. I don’t know whether 60 percent of the em- 
ployees were covered, but presumably the larger roads were the ones 
which had the systems and therefore perhaps more than 60 percent 
were covered. 

Mr. Hotran. 60 percent of 3 billion. 

Senator Douatas. 1.8, if my arithmetic is correct. 

Mr. Houran. I agree. 

Senator Douatas. Do you have any words of advice to a perplexed 
committee member? 

Mr. Hotran. If I may, I might read one paragraph from a state- 
ment of the Actuarial Advisory Committee. 

Senator Dovaias. While you are getting the material, 1 would like 
to get estimates on what prior liability under existing private pension 
plans by the railways was assumed by the Railway Retirement Board 
when the initial act was passed. I suppose we will get three different 
estimates on this, one from the unions, one from the railroads, and 
one from the Railroad Retirement Board. If each one would prepare 
a little memoramdum giving their best figure on this, we could get 
some estimate as to the range. 

Do you have something, Mr. Fort? 

Mr. Forr. You are speaking of the accrued liability under the 
railroad pension plan? 

Senator DouGtas. Private pension plans in effect prior to 

Mr. Forr. I will be very glad to see what can be developed. 

Senator Dovetas. Thank you very much. 

Mr. Matscheck, would you kindly prepare such an estimate as this? 
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Mr. Matscneck. The liability of private pension plans. We will 
do what we can, but we have no record of their plans or the people 
covered under them. 

Mr. Lerenty. We will be glad to develop what we can in connection 
vith that, Mr. Chairman, but then necessarily it would have to be an 
estimate. 

Senator Dovuetas. Mr. O’Brien? Mr. Robertson? 

Mr. O’Brren. I haven’t examined that question, Mr. Chairman, 
but we will attempt to get an answer to it. 

Senator Dovetas. I think it has a bearing on the point at issue. 

All right, Mr. Holran. 

Mr. Hotran. This is from the statement of the Actuarial Advisory 
Committee dated December 23, 1949. At that time, as has been 
stated, Mr. Russell Reagh, the treasury actuary, was also a member 
of the committee, and the statement is signed by all three members. 

Senator Dovatas. What page is this? 

Mr. Houran. It is at page 102 of the 1949 annual report of the 
Board: 

Che inerease in accrued liability from 1938 to 1947 is the net result of various 
factors: Inadequate taxes in the early years of operation, amendments, increasing 
benefits with respect to past service, certain changes in actuarial factors, and 
operating gains and losses resulting from differences between the actual experience 
and that assumed in the several valuations. The greater part of the increase, 
however, resulted from the 1946 and 1948 amendments 

The 1946 amendments, as vou recall, put in survivorship benefits, 
and the 1948 amendments were a more or less flat increase in the 
retirement annuities, 

Under the act, the committee is authorized ‘‘to reeommend to the Board 
changes in actuarial methods as they may deem necessary.’’ To the extent 

neral policy as to financing is within the scope of ‘‘actuarial methods,”’ 


committee recommends against any further amendment increasing the accrues 


iabilitvy unless provision is made for amortizing such additional liability 
section 15 (a) of the Railroad Retirement Act 

Senator Douaias. What is section 15 (a)? 

Mr. Hotran. That is the section that authorizes appropriations 
to be made. 

Senator Doucias. By whom? 

Mr. Hotran. Presumably by Congress 
inless provision is made for amortizing such additional liability in seetion 
15 (a) of the Railroad Retirement Act and by appropriate increases in the taxes 
now provided on covered employees and employers under the Internal Revenue 
Code. 

Senator Dovetas. The present provision is to levy a tax and for 
Congress to provide for transfer to the fund. 

Mr. Hotran. Yes. Incidentally, section 15 (a) authorizes appro- 
priations to the railroad retirement account sufficient to provide, as 
an annual premium, for the benefits with a reasonable margin for 
contingencies. I think it has been indicated that the rates developed 
in column 3 of table 3 do not purport to provide much if any margin 
for contingencies. 

Senator Dovuatas. This report was made in 1949? 

Mr. Houran. Yes; December 23, 1949. 

Senator Dovetas. In 1949 vour board, then, recommended against 
any further increase in benefits unless it were accompanied by an 
increase in revenue. 
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Mr. Houtran. Any further increase in benefits that would result 
an increase in the unfunded, accrued liabilitv, which is proba 
svnonymous but not necessarily so. You might increase benefits o1 
for future entrants or something like that. 

Senator Doueias. There also has been a gain apparently of arou 
2 percent by excluding those with less than 10 years of service and 
making adjustments for the OAST. 

Mr. Hotran. What the committee said was that there should 
be any increase in benefits resulting in an increase in the unfund 
accrued liability, unless provision was made for definitely amortizi 
such increases, either by taxes or by reduction in other benefits or 
any way keeping this unfunded portion frozen. 

Senator Doue.ias. In other words, you wanted to protect that fur 

Mr. Hotran. Yes. 

Senator DovGias. You want to keep the fund at around $8 billio: 

Mr. Hotran. You mean the unfunded? 

Senator Dovua.ias. No, the reserve fund. 

Mr. Hotran. That is not necessarily the same question. TT} 
reserve would go on its own way, but the unfunded 

Senator Dovueias. The table which I identified as the Leigh 

table but which comes really from the Office of Director of Researc! 
‘aie the law which you were then discussing in the 1949 report and 
about which you urged that no future increase in liability be incurred 
assumed that virtually perpetual balance of $8 billion, almost precise! 
$8 billion. It is $8,300 million, and ultimately, whatever that may bi 
$7,900 million. It is hard for me to believe in infinity but you actuaries 
appear to be able to do it. 

This statement of yours seems to assume a perpetual balance in th 
fund of around $8 billion, which would be close to what was then th: 
unfunded liability for prior servcie, so apparently the assumption that 
you were making was that the fund was to be equal to the accrued 
liabilitv for prior service in that you used the interest upon the fund 
to meet the current claims on the accrued liability. You see, thi 
figures are approximately the same. At this time the accrued liability 
was about $7.8 billion, as I remember. 

Mr. Horan. $7.4 billion, I think. 

Senator Douatas. The permanent fund was to be 7.9, if thes: 
figures are correct, so let us assume that they roughly balance. There 
fore, the structure of the fund as provided after the 1948 amendment 
was one in which the size of the railway retirement reserve fund was 
to be approximately equal to the unfunded accrued liabilities, or in 
other words it was virtually funded 100 percent, and according to 
your figures, 107 percent. 

Mr. Hotran. That covers a lot of ground, sir. I can’t follow you 
quite so fast. 

Senator Dova.as. It is a very crucial point. Assuming that your 
accrued liabilities amounted to about 7.5 billion or 7.4 billion, as you 
say, and that this table is accurate, then the reserve fund in the year 
2000 and on into time would be equal to approximately the unfunded 
accrued liabilities and therefore in effect funded them. You may not 
have conceived the left hand as having any relationship to the right 
hand, but as a matter of fact, the two have approximately equa! 
length. My analogy may not be perfect. In effect that is what that 
reserve fund did. What to do is my question. 





RAILROAD RETIREMENT LEGISLATION 


Mr. Ho~tran. We were talking about that portion of the liabilities 
which was unfunded as to principal, whereas this balance at the end 
the year would be the balance in the usual sense between income 

d disbursements. 

Senator Doveras. It would be about equal by the year 2000 to 
the accrued liabilitv. You see the way my thought goes. It is 
whether a fund which has a degree of guarantee of permanence—lI do 

ot say it is perfect permanence—of income, a fund which ts certain 
of its flow of income, should necessarily accumulate a reserve fund 
qual to its accrued liabilities. That is what I am trying to arrive 
at. Is it necessary? We had a long discussion on this point when 
we revised the social-security law in 1939 because the original 1935 
act on social security assumed you must have a reserve approximately 
equal, not to the accrued liabilities in this case but to the excess of 
benefits paid out to those in the early stages over contributions 
received. In 1939 we decided, and I think wisely, that we did not 
need to accumulate so large a reserve fund which in the case of social 
security would have amounted to Pdgsemg-e itely $50 billion, and while 
not going on a pay-as-you-go basis, we brought the fund closer to a 
pay-as-you-go basis, because we felt the re would be a continuing flow 
of income in the future. Now my query is that with a law applying 
to the entire railway system do you need to have in the year 2000 a 
fund equal to all the accrued liabilities which existed in 1949? 

Mr. Horan. Of course, to the extent that you care to rely on a 
permanent future income equal to or in excess of disbursements, that 
is true, ves. 

Senator Douctias. You have a little margin there, namely you have 
the interest on such fund as may exist. 

Mr. Hotran. Yes. 

Senator Doveuas. Did I let you finish the paragraph? 

Mr. Houtran. Yes; I finished that. 

Senator Dovatas. In short, is it your feeling that with a minimum 
cost of 14.12 percent under the present plan, but with requests of 
only 12% plus interest, the proposed scale of benefits puts too severe 
a strain upon the solvency of the system? 

Mr. Houran. Yes, sir. 

Senator DouGtas. It puts too severe a strain. 

Mr. Hotran. I think it is bad publie policy to keep throwing in 
these benefits on an installment plan, or rather by simply signing a 
note at the bank. Asa matter of public policy there is a question as 
to the equity of a differential system anyway, it seems to me, as to the 
equity of having a separate system, but that is a different point, not 
actuarial, 

Senator Dove.as. It has already been pointed out that the rail- 
way system took over an accrued liability which the social security 
system did not. 

Mr. Horan. Yes, sir. I don’t mean particularly as to the finances 
but simply why should there be a separate set-up. But having such 
a set-up, there is the further question of how much the benefits should 
be increased from year to year. 

Senator Dovatas. The separate system was started in part not 
only to bail the workers out, but to bail the companies out, because 
the railway companies had adopted pension plans to a much greater 
degree than private companies outside the railway field had adopted 
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them. You didn’t have 60 percent of manufacturing concerns having 
private pension plans. ‘To the degree that they did, the courts held 
that they were not legally binding. As a matter of fact, they were 
discontinuing them pretty rapidly. 

You think that somewhere between 1.6, say, and 2 percent of t! 
cost absorbed by the excess contributions from taxes on those w 
less than 10 years’ service as compared to the taxes which would 
assessed under social security? 

Mr. Hotran. That is what the figures show. I have no dit 
basis for that other than the figures presented by Mr. Musher 

Senator DouaGuas. I neglected to ask you a question. By who 
were you nominated? 

Mr. Hoiran. By the carriers. 

Senator DouGias. Thank you very much. 

(The following letters were subsequently supplied for the record 


Nt W YORK, N 7 Vay 16,19 


Senator Paut H. DovuG.as, 
( a man, Subcommitte on Ra oad Retirement Legi ation of the 
Committee on Labor and Pub Welfa S 
United States Senate, Washington, D. C 
DraR SENATOR DovuG.as: I should like, if possible, to clarify one poi 
connection with my testimony on May 3 before vour subcommittee nat 


the relation of funds in hand at any time to the unfunded accrued liability 


also to comment On some other matters. It may be helpful to set our first certa 


Dasic actuarial relations 


Basic actuarial relatio In making 


a valuation, or actuarial balance she 
of a retirement plan, the basic equation is (present value of benefits) less (pres 
of contributions) equal reserve liabilit If assets in hand are less t} 
reserve, then rescrvé fess preset t assets . unfur le d a -crued 
lently referred to simply as tl “aecrued labillt or the ‘Sunfunde 
qua the re rve, the pian Is ill Pun {; and li assets exceed 
Is & Valuation surplus 
derlving assumption in calculating t required level rate 
lation rate is earned on assets equal to tl ill reserve 
part I ie reserve is unfunded, at least the interest thereon 
rovided out of current contributions or else the unfunded liabilitv will iner 
v the amount of the interest deficit This basis, i. e., providing interest only 
ie unfunded liabi ities, is of course that on which the railroad retirement syste 
is operating It is important to note, as stated above, that in order to hold 
funded at a given figure, interest must be forthcoming on both the assets 
hand and on the unfunded liability itselt 
The *Leightu table’ projections The assumptions on which this table is basé 
are not stated therein, alt ough they may appear elsewhere in the record Ho 
ever, from the ultimate figures, it appears that the taxes of 12.5 percent ar 
assumed to approximate the required level rate for the present plan which wou 
keep the unfunded accrued liability constant For the purpose of discussion 
will be sufficiently correct to assume no change in the 1947 figure of $7.4 billion 
The Leightyv table shows ultimate assets of $7.9 billion. The total ultimat 
reserve would therefore be this $7.9 billion of funded reserve plus the $7.4 billio 
infunded, or a total of $15.3 billion. Of this total, 51.6 percent would be funde 
and 48.4 percent unfunded 
Now coming to the particular point that I should like to clear up—at page 3 
of the transeript vou sav that since the ultimate funds in hand of $7.9 billion are 
equal to, or slightly in excess of, the unfunded liability of $7.4 billion, the latter 
may be regarded as in effect funded. I have tried to explain why such a stat« 
ment is not correct: The total reserve liability would be funded about 50 percent 
and the remaining 50 percent would be the unfunded accrued liabilitv, which | 
definition is the portion of the reserve not funded; and merely to keep the unfunded 
from increasing, interest. at 3 percent is required to be credited on the total reserve 
liability, so that interest earned on the invested funds is not in fact availabl 
“to meet the current claims on the accrued liability,’’ except in the sense of th 
next following paragraph. Interest on the unfunded accrued liability must b¢ 
provided out of taxes currently collected. All the interest actually earned on 


{8 
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sted assets is required to support the normal rate for fut 


7.872 percent in the 1947 valuation 

| think it likely that, as so often happens, our apparent difference arises from 

ng the word ‘‘funded”’ in different senses faking vour comment in context, 
nk that what vou probably had in mind was that, on the stated 1947 valua- 
assumptions (disregarding the small difference between the estimated required 


of 12.72 percent and effective taxes from 1947 of 12.42 pere inds il 


avs be available to pay future benefits { ecame du ( o cash defici 


Che committee in its staten 

» state: 

Chis method of financing carries the 
ebtedness in perpetuity, each generation 

from the funds accumulated with 
he accrued liability is never amortized as to principal 
nfunded.’ However, provided the required taxes (as define 

collected and the effeetive pavrolls do not decrease, t} ‘r assum] 

ns of the valuation are realized, the funds in hand will : e sufficient f 
provide the benefits as they accrue In this limited sense, the benefits unde 
Railroad Retirement Act are ‘funded.’ ”’ 

If your meaning was as suggested above, 
ever, if there was a misunderstanding arising 
correct It. 

anv event, vour point as to the ultimate fig 
4 quasi-public plan about 50 percent funded and 

uuld have a measure of stability, is of course correct 

ire is the 50 percent rather than the $7.9 billion I} 
irge, must be considered in relation to the ultimate resery 

lon. 

The comments following do not relate directly to my testimony 

\ further consideration in carrying a substantial part of the reserve as unfu 
nay be mentioned. The unfunded liability and the interest thereon are relatively 
fixed amounts in dollars; so that if the payroll increases, the required interest, as : 
percentage thereof, goes down. The normal rate for f ire entrants is, however 

percentage of the future taxable payrolls whatever they may | In practice, 

s statement would be subject to qualifications. But compared to the rate to 
cover interest on the accured liability, the rate for future entrants would remain 
relatively constant under a rising or a falling payroll. The lired interest on 
any unfunded liability is comparable to the fixed amount of interest required on 
the bonds of a corporation, while the normal cost for future entrants is more com 
parable to dividends on the stock, in the sense that under unfavorable conditions 
the amount will automatically be reduced 

[Taxable payrolls since 1937 have more than doubled, increasing from $2.3 
illion in 1937 to $4.6 billion in 1949 and an estimated $5.5 billion in 1951. This 

mtinuing rise in pay rolls, for the reason set out ab ve, h } alance helped the 
finances of the railroad retirement system As t 1e future it seems unlikely 
hat increases of this order can continue indefinitely, at least if the present infla- 
tionary drift is arrested. Also, to the extent that higher payrolls reflect higher 
wage rates rather than more emplovees at the same wage level, they will inevitably 
in the future as in the past lead to demands for higher benefits. Of course, the 
various projections on a $5.2 equivalent level payroll do assume payrolls averaging 
slightly under the current level. The point is that future gains comparable to 
hose realized in 1937-51 from actual payrolls substantially in excess of estimates 
now seem unlikely and to that extent possible margins in cost estimates are r¢ 
duced. 

It is more difficult to formulate the practical implications of the various actu 
arial factors discussed As vou realize, what we have is not a picture in black and 
white—“sound” or “unsound’’—but a kind of spectrum At one end we have a 
fully funded plan, or one at least providing for full funding within a reasonable 
period, which is ‘‘actuarily sound’’ in the usual sense At the other ex 
have a pay-as-vou-go plan, with taxes just sufficient to meet current 
\{ plan on this basis providing the present benefits to the railroad employees 
vould generally be regarded as ‘“‘unsound’’ because (on the Leighty table figures 
t would require taxes increasing from 6.6 percent in 1951 to 17.9 percent ulti- 
mately. Under the present act and taxes we have an intermediate situatior 
level taxes of 12.5 percent (after 1951) and partial fur g of the reserve liabilities 

If you go from the present plan to 8. 1347, with stimated deficit of some 
$85,000,000 in yearly taxes as compared to those required and an increase of 
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$1.5 billion in the unfunded liebilities, then I think you cross the somewhat 
boundry into an “unsound” plan, in the sense that within a period of 50 4 
more or less (and probably less) you will be on a full pay-as-you-go basis 
taxes of about 19 percent of taxable payroll required to pay current benef 
according to Board’s projections dated May 1. 

The foregoing comments have been on the implicit premise that the ra 
retirement s‘stem is to be fuilv self-supporting, except for the interest subs 


now enjovs in respect to a guaranty of at leas 3 percent on Investme nts. | 
Treasury is to make good any deficits, then the usual criteria of financial sour 
appv, at least as far as the earriers and the emplovees themselves are 


he empi 
t} 


rhe original understanding in 1937, between the railroads, t 


reasury as tot present act was that it should not cost the Trea 
anything (except as to the interest subsidy) and ail publie discussion sine 
been, ostensibly, on this premise. However, at the hearings on May 3, as v« 
recall, two of the Pension Forum spokesmen did come out direetly for a G 
ment subsidy I do not mean to imply that what was agreed to in 1937 s 
necessarily be binding for all time, but merely to define the frame of dise 
To date, appropriations to the railroad retirement account have been just e 
to the special taxes levied on the carriers and their employees. (See 
(Annual Report of the Railroad Retirement Board, p. 5 


Yours very truly, 


Rornertr D. Houran, 
Me mber, Actuarial Advisoru Con mittee, 
Railroad Retirement Bor 


New York 1, N. Y., May 
*Paut H. DovaG.as, 
man, Subcommitlee on Ra lroad Retire ment Leaislation of the 
Committee on Labor and Public Relations 
United States Senate, Washington, D. C. 


Dear SENATOR Dovatas: It may be worth while to set out some of the imy 
cations of the Board’s projections relative to 8S. 1347 dated May 1 that are 
obvious in the figures as presented. 

I do not mean to suggest that anvone should be held for the close accura¢ 


1 
projections extending for 50 years gut the available data do indicate 
within some such period, and quite possibly within a considerably shorter per 
funds in hand will be exhausted. As soon as there are no further assets to dr 
on, the whole situation cha iges drastically and the projection figures alone 
not show the whole picture. There was a brief colloquy between Mr. Overho 
and vourself (at p. 363-of the transcript) as to this question, but the extent of 
required increase in taxes was not explored. 

This problem, at least, requires no actuarial legerdemain with perpetuities a1 
present values. In the year 2000, according to the projections, there would | 
zero assets, a taxable payroll of $5,034 million, disbursements of $1,000 milli: 
and a net gain of $42 million from the OASI fund. The required tax rate 
provide current benefits would then be ($1,000—$42) divided by $5,034, or | 
percent of such taxable payroll. The ultimate figures are not shown. 

The projections indicate a net excess of disbursements over income, includi: 
the OASI credits and any interest, of $316 million in 1995 and $329 million in the 
vear 2000. The assets of $539 million in hand at the end of 1995 would thus b: 
exhausted in the latter part of 1997. For the balance of 1997 and the 3 year 
1998, 1999, and 2000 there is thus an indicated cash deficit of slightly over $ 
billion. It appears, therefore, that the blank ‘‘balance in reserve’ shown at thi 
end of the year 2000 actually represents not merely zero assets, but an actua 
cash deficit of about $1 billion. 

To provide current benefits would require jumping the taxes from about $633 
million in 1996 to about $963 million in 1998, an increase of 52.5 percent. 

As indicated in your comments, you are necessarily more concerned with th 
next 50 years or so than with the distant future. On the data now available, it 
is a fair presumption that the situation indicated above will arise within 50 
vears or less. In any event, the figures developed herein may add something t 
the more obvious import of the projections in question. 

Yours very truly, 
Ropert D. Horan, 
Member, Actuarial Advisory Committee, Railroad Retirement Board. 
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Senator Douctas. Now, Mr. Donald M. Overholser. who is an 
associate of Mr. George D. Buck. Is Mr. Overholser here? 


TESTIMONY OF DONALD M. OVERHOLSER, ASSOCIATE OF GEORGE 
D. BUCK, MEMBER, ACTUARIAL ADVISORY COMMITTEE, RAIL- 
ROAD RETIREMENT BOARD, NEW YORK, N. Y. 


Senator Dovuctas. Mr. Overholser, would you state your name and 
describe your experience as an actuary and state whether you were 
nominated by the unions? 

Mr. OverHOLseErR. | am just pinch-hitting for Mr. Buck, who was 
nominated by the unions. My name is Donald M. Overholser. | 

assed the actuarial exams as an associate when I was 21, and since 
then I have had several jobs as an actuary. I have been connected 
with Mr. Buck’s office for over 20 years. 

Senator Doua.as. He ts a consulting actuary? 

\M[Ir. OvernOoLsER. Yes; he is. He specializes exclusively in pension 
plans, that is, self-insured plans. We have no connection what- 
soever 

Senator Dovaias. Do you represent employers as well as unions? 

Mr. OverHouser. We represent any one where we can do an 
honest job. 

Senator DouGcias. Private employers as well! as unions. 

Mr. OverHotser. Anywhere we can do an honest job. 

Senator Douaias. I don’t know whether you have a prepared 
statement or not. 

Mr. Overnotser. No, I am here at your request, just as Mr. Hol- 
ran is. 

Senator Douauas. I will start out by asking you the same question 
that 1 asked Mr. Holran. Table 3 is the repart of the Railway Re- 
tirement Board to Chairman Murray. We have this estimated 
schedule of costs under the terms of 8. 1347. 1 would like to ask you 
f vou believe the estimates are substantially accurate. 

Mr. OveRHOLSER. I will come to a direct answer to that in a minute. 
At the time of the 1947 valuation I had the occasion at Mr. Buck’s 
request to go into great detail in checking Mr. Musher’s calculations. 
| have a set of formulas here as one record I happened to bring along. 
We found them to be of a very high quality. In fact, we thought it 
was a very fine job. I think the Board’s report says that. 

(Off the record.) 

Mr. OverHo ser. Since then we have had occasion to have a few 
contacts with them. 

I see no reason whatsoever a priori to question his integrity. 

Senator Douatas. No, there is no question about bis integrity. 

Mr. Overnotser. And ability. 1am speaking of his integrity and 
ability as an actuary. 

Now, on that basis I had a last chance to proceed by steps, approxi- 
mately, into this table. In table 1, you could, ona basis of experience, 
and by a summary of this plan, that takes about 10 pages, that I made 
up, check column 2 in table 1 and hit very closely on the line to those 
figures. So right off 1 have a feeling that that is really correct, in 
my opinion. 

Senator Dovetas. That is on S. 1347? 

Mr. OveRHOLSER. Yes, sir; in table 1, 
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‘hen, as to the next step, of course, in connection with tables 
and 3-——and this is primarily the same as your queston here—ther 
an awful lot of judgment involved in how much that first 10 years 
exclusion would take off, how much the social-security offsets do 
that work clause, and I feel it is just impossible to say anything abo 
it, except that 1 agree with Mr. Holran on instinct, which isn’t wo1 
much in testimony, that the figures are probably representative, bu 
with very little, if any, margin of conservatism. 

Senator Douauas. In other words, these are minimum costs. 

Mr. Overnouser. Yes, sir; ] think that is correct. And as such, | 
am willing to say that I agree with this table as a reasonable rep: 
sentation on the low side. 

Senator Dovetas. | think this is very interesting. Here you hay, 
actuaries retained by the union, actuaries retained by the carriers 
coming to substantially a similar conclusion. I am_ beginning to 
think that actuaries are professional men. 

Mr. Overnotser. It is mostly mathematics, sir. 

Senator Douctias. Having watched how figures are tortured o1 
occasion, depending sometimes upon the motives of the people why 
are using them, I am delighted to see some agreements develop. 

Mr. Overnotser. This thing about “figures don’t lie, but. liars 
figure,’’ you mean? 

Well, that, I think, answers your question. I am in substantia! 
agreement with those figures as being on the low side, but representa 
tive. 

Senator Douaias. Now, you have noticed this table, of what th 
estimated future reserves of the svstem would be under the present 
law, as of given dates? 

Mr. Overnotser. That is the projection; ves, sir. 

Senator Douatas. And the final figure of around eight billions of 
dollars? 

Mr. Overnotser. I guess I don’t have that table. I haven’t seen 
this vet. 

Senator Douaias. Have you had any chance to consider thos: 
figures at all? 

Mr. Overnotser. No. I guess this must have been made up last 
night. 

Senator Doueias. No. But vou probably did not get a copy. 

Mr. Overnouser. Well, may | make a comment on this? 

Senator Doua.ias. Certainly 

Mr. Overnotser. In our office, long before I was there, I think 
back in 1916, Mr. Buck had occasion to make some projections 
And they are very expensive to make and hard. And he soon found 
that they were of very little value in the actuarial business. 

| think since that time we have probably saved clients, I might 
almost say hundreds of thousands of dollars, by encouraging them not 
to make projections. It is money out of our pocket, but we are a 
service organization, and we think it is of no use to them. And some- 
times we do it over our dead bodies, shall we say. But we have found 
that for actuarial considerations they are of very little value. And | 
think it is just a point to make here about that. When coming to 
the conclusion about the future of a pension plan, it is very hard to 
foresee, on the basis of projection, what is going to happen a hundred 
vears from now. 
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Senator DouG.ias. That was my point. 

Mr. OverHOoLsEeR. But you can, on the basis of the liabilities, the 
resent value, balance sheet type, come to a very reliable basis for 
estimating the status of a pension plan and guiding its course. 

Senator DouGias. How far in the future? 

Mr. OverHoitser. Well, I can’t answer how far in the future. 

Senator DouGcuas. Well, now, look. You have got to let us see 
somewhat into the future. 

Mr. OverHotserR. That is what I am going to say 

Senator Doucuas. While | certainly do not want to look at per- 
petuity, | want to see somewhat into the future, 10 years, 20 years, 
30 vears. 

Mr. OverHo.ser. In a case such as this right here, of the Railroad 
Retirement Board, I would say that with the best judgment available 
now, that can be brought to bear on this, one can see indefinitely into 
the future, namely, that without further assistance, which I will go 
into later if you ask me a question along that line, this plan would go 
on the rocks. ‘That is definite. I mean, allowing for actuarial error 
and the amount of error that human judgment has in there—and | 
am the first one to admit that actuaries that say they can forecast to 
a dollar a hundred years from now are just talking through their 
hats—I can say definitely that we do know enough to forecast over 
the whole future that, things being equal, and without drastic changes 
occurring, the set-up here is dangerous. 

Senator Doucias. Now, which? The present plan? 

Mr. OverHOLSER. No; with the amendments. 

Senator Dovetas. The present law? Or the 1347? 

Mr. Overnotser. The 1347. 

Senator Douva.ias. Is dangerous? 

Mr. OverHotseEr. Is dangerous; yes. 

Senator DouGtias. That is, ultimately dangerous? 

Mr. OverHouser. Ultimately dangerous; yes. 

Senator Douaias. Would it be dangerous by the year 2000? 

Mr. Overnotser. Now, there, that is the trouble. It is something 
like a weather report, where one says that a hurricane is coming up 
the coast. 

Senator Dovucias. That is, we do not want to adopt the attitude 
of Louis XV, who said, “After us, the deluge.’’ We certainly do not 
want to adopt that. On the other hand, | am not particularly con- 
cerned as to what is going to happen in infinity. Iam not particularly 
concerned with what is going to happen in the vear 2100. I do not 
believe we know. 

Mr. OverHoitser. How about the next 50 years or the next 30 
years? 

Senator Douve.as. Yes; I am very interested in the next 50 years. 

Mr. Overnotser. I would say in the next 30 to 50 years and even 
beyond. Now we are in the range 

Senator Doucias. Now we are in the range where we need your 
help. 

Mr. Overnouser. And fortunately that is a point where it can be 
given, I think. 

Senator Dovatas. What do you foresee, first, in the next 30 years, 
to 1980? 
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Mr. Overnotser. I will answer your question specifically in 
minute. I just wanted to make that Board’s report. I will lead | 
to the answer. 

On page 2 of the Board’s report, that is, the Board of the Honora 
James A. Murray, the Retirement Board’s report on this bill, und 
the statement there that the Board has examined all the bills intro- 
duced and put the following three tests to them, I will skip the firs 
two, though | don’t know as I would entirely agree with them. But t! 
third is the one. It says: 

The added benefits and the method of financing them must be such as not 
affect the financial soundness of the system. 

Now, I think I am probably going to be very unpopular before th 
is over. 

Senator Dovetas. That is all right. We want the truth. And 
think everybody is willing to submit to the truth. That is what we 
all want. 

Mr. Overnotser. I think it depends on what we mean by financia 
soundness. Honestly, if 1 were a member of the union, especially o1 
of the younger unions, and by proxy | am supposed to be representing 
them, I would be scared about this plan. You see, I am somewhat 
the position of a doctor who has a patient that has a little hear 
trouble, who has a heart that is a little weak. That is, the last valua- 
tion showed there was a little deficiency in this plan. It wasn’t much 
It wasn’t dangerous. And the doc ‘tor says, “Tf you go out on that 
golf spree, it is likely to paralyze you.” 

The doctor is very unpopular. He may lose his job if the fellow 
likes to play golf a lot. But the doctor may know what he is talking 
about. And the question is what in that case that member wants 
If he can be sure when he is paralyzed that somebody is going to tak« 
care of him, all right. But if he isn’t, he had better think twice abou 
the golf spree. 

I think if this plan assured that later on the United States Govern- 
ment or someone will come to its rescue and pay those benefits when 
the funds are not there, in other words, shall we say, will take care of 
it when it is paralyzed, then I have no argument here, and I don’t 
think it matters. 

Senator DovuG.as. But excluding that for the time being, what do 
vou see about the solvency of the fund in 1980, under the proposed 
scale of benefits? 

Mr. Overnouser. That is what we mean by insolvency. If there 
is no outside aid for this plan coming except the taxes now paid, 
and if these benefits as stated promise what I think, I am safe in saving 
from all actuarial experience the odds are very great that those funds 
will be down to a very dangerous state, and it will be very dubious 
as to where the money will be coming from to pay the pensions. 

Senator Dovetas. Now, in the table submitted by Mr. Musher 
yesterday, the estimate was that in 1980 the fund, excluding adjust- 
ments, the OASI fund, would be 3.9 billion; including adjustments, 
4.0 billions. 

Mr. Overnorser. Was that the first table? 

Senator DovuG.tas. No; this one. 

Mr. Overno.tser. I have that here, some place. Here it is. 

Senator Dova.ias. Now, to an impecunious sort of fellow, a reserve 
of 4 billion seems rather appealing. 
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\ir. OveRHOLSER. Well, I agree a hundred percent with that. But 
this assumes that you will pay interest right along on $9 billion, 
on funded accrued, that is necessary to carry these benefits. So 
this is the amount of so-called cash in hand. Am I not correct in that. 
\{r. Musher, the assumption that the 4 billien would be the funds in 

ind, the investments available to pay benefits, in your projection? 

Senator Dovetas. What projection are you talking about? 

\ir. OvERHOLSER. It is this first one. You used the term “reserve” 
n the sense of funds in hand? 

Senator Dovue.as. Yes; funds in hand. 

\Mir. OverHOLSER. It has several significances actuarially speaking 
That would be funds in hand, then. But don’t forget that we have 
made the assumption all along here that there is almost $11 billion 
unfunded. That is still in here, back there. So you are approaching a 
pian 

Senator Doveias. You are approaching a plan which around the 
vear 2,000 will require an increase in rates. 

Mr. OverHOLSER. That will have no money left whatsoever to pay 
pensions. 

Senator Doveias. And that will require an increase in tax rates 
to finance it. 

Mr. Overnoutser. Correct. And it will have a debt at that point 
of $10 billion, without a cent in the treasury. Now, if you were a 
fellow 40 years old in 1980, and you knew that your pension 20 years 
later depended on a plan—or let’s say vou had a policy in an insurance 
company to buy an annuity at age 65. And you got a report that at the 
rate that insurance company was financing itself, by 1965 it would 
have a zero cash on hand in investments, and would have a liability 
of $10 billion, with not a cent, nothing to account for it. You would 
be mighty worried about that annuity. I think that is the answer, 
roughly without assuming any outside aid. That fund is going to be 
in that position. 

Senator DouGc tas. What would you say as to the point which | 
have raised several times, that in a compulsory system, such as the 
railroad retirement, as long as the act continues there is an assured 
future income. Ido not say how much. And therefore you do not 
need to accumulate the same cash reserve, asset reserve, that you do 
in the case of a private concern where people’s purchasing policies are 
voluntary on their part, and which they can discontinue? 

I think you as an actuary recognize what I am saying. 

Mr. Ovexuotser. | think I understand the purport of it, and |] 
think it is a very good question. 

Senator Dovauas. And it is one of the most fundamental distine- 
tions between private wnsurance for old age and social insurance for 
old age. 

Mr. OverHouser. I think my answer agrees entirely with Mr. 
Holran’s. If the railroad payrolls keep going at the rate of 5 billion, 
and if there is no reaction here among employees—in other words, 
these figures allow for the fact that it is going to cost a new person 
coming in roughly, under this proposal, say, 8 percent of payroll, and 
they are paying 124%. There may be a time later on when the younger 
employees will say, ‘“Well, we are not going to pay 124%, here, when it 
is only costing 8.”’ And quite a little of the money mM this $10 billion 
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here that [ said you would have on hand in 2009, theoretically, 
will have a junp in that will be substantial. 

Senator DouGuias. Yes; but while it is true that each generat; 
of young workers will be bearing the burdens of the generation wh 
is then old, when that generation of young workers in turn beco! 
old they will have their burden borne by the next generation; so th; 
the moving flow of humanity cares for its old people as it goes alo: 
That is, the whole stream of life cares for that section of its popu 
tion which is aged. 

Mr. Overnouser. I think that is a nonactuarial question, more of 
a social question, not one of calculations of figures. If you can assun 
that that is all right, and that the taxpayers in the future are willing 
to finance the railroad employees 

Senator DouGuas. I am not saying that. I do not see why you 
bring in the taxpayers. 

Mr. Overnotser. Or the Government, or some source. Let’s ca 
it X source. There is not enough money coming in now to pay th 
benefits under this new bill. I think I am safe in saying that. And 
I am allowing a very great margin for error in that assumption. Ther: 
are times when you can be a little dogmatic. Because I am making 
a general statement. 

Senator Doua.ias. Well, I have complimented both of you o 
your general agreement, but I am disposed now to say on this point 
that you are both suffering from professional astigmatism, or rathe: 
professional long-sightedness, the opposite. What you want to do 
is to have a fund which is perpetually solvent, in which the cash o1 
band will meet the accrued liabilities. But what I am trying to say 
is that you have to have that where people in the future can refuse 
to pay premiums, —— is true of a voluntary plan, when they can 
throw it up and say, “We won't take it out in X company.” Or 
emplover will a, ay will no longer carry this for my Saidletrees 
We will wind it up.” And then if it is wound up, you must have th 
assets to meet liabilities. But what I am trying to say is that in a 
plan put in by Congress expressing the will of the people, to the degree 
that the will of the people remains constant, then you are assured that 
the oncoming generations will pay also, and that you coula have in 
effect the young of each generation paying for the old of each genera 
tion, and then when they become old the next group of young will 
pay 

Mr. Overnouser. There was one sentence in there, one phras 
which worried me, and that is the whole crux of it as I see it. 

Senator Douacias. I have the right word now. For the record 
let me sav that the professional actuaries seem to me to be characte! 
ized by the quality of having hyperopticism. 

Mr. Overuotser. Well, you made a qualification in there that 
I think is the crux of this discussion; namely, to the extent that the 
will of the people remains constant. 

Senator Douaias. That is right. 

Mr. Overnouser. Now, if it doesn’t, then what? 

Senator Douaeuas. If the will of the people should change, and 
they should discontinue the system, would there not be an obligation 
upon the people as a whole, if they wind this system up, for them to 
meet the accrued liabilities? 
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Mr. Overnotser. If they have no will to pay, I don’t think the 
Government can be held. I am not a lwaver. 

Senator Dovaias. No; it cannot be held. 

Mr. OverHotser. Then it is just a moral obligation. If the people 
shoula turn, here, where is the money coming from to pay this plan. 

| think the actuaries have to take human nature into account as well 
as they do figures. 

Senator Dovatas. But now one other question. And we can use 

ctuarial science to influence this judgment of public opinion. The 
nropertial of old people is going to increase in time, so the refore will 
there not be less of a propspect that this system will be discontinued 
in the future than at present, because we will have so large a propor- 
tion of pensions? 

Mr. OverHOLSER. I certainly hope so. 

[ think I had better clear up one thing here, about actuaries. 
Appare ntly here there is a feeling that Iam against those benefits. I 
know Mr. Buck, my boss, has the same trouble. I am not against 
them at all. I am interested in the benefits. I would like to see 
them double. I have a lot of friends in the railroad business: as far 
as | am concerned, they have nothing to worry about. I guess, as 
you say, it is a matter of looking at them with hyperopticism. 

Senator Dovetas. A hyperoptic quality. 

Ir. OvERHOLSER. But in this case it is hyperpessimism with which 
[ am looking at them. Because I think it is going to be later in a 
vheelchair, and I think the whole issue here is not whether Mr. Musher’s 
figures are 10 percent high or low. 

Senator Douetas. I understand. 

Mr. OverHotser. That is immaterial, I think, here. The big point 
that worries me, for the Board here, is ‘that it is getting over to the 
point now where reasonable actuarial assumptions show that aid is 
going to have to come from somewhere else. And if that is all right 
from the standpoint of social policy, I have no argument. 

Senator Dovetas. Mr. Overholser, may I ask you this. When the 
benefits were increased by 20 percent in 1948 without any increase in 
taxes, did you think that was going to overstrain the fund? I know 
you are not formally a member of the Board, but did you think that 
was going to overstrain the finances of the fund? 

Mr. OverHOLSER. We realized it was getting dangerous. I think 
that was the policy of the Board. But it had not reached the break- 
ing point. 

Senator Dovetas. You think the increase may have absorbed 
virtually all that margin of safety, and that any further increase now 
would bring a dangerous situation some years in the future? 

Mr. OVERHOLSER. Yes, and I think further, as Mr. Holran pointed 
out, a Very, very dangerous situation here is the fact that you can in- 
crease benefits and, under this set t-up, throw them into that unfunded, 
take 3 percent of it and divide by a large payroll and come out with an 
increase in rate. It is just like a fe llow who can go out and borrow 
money while his credit is supposedly good and pay 3 percent interest 
on it, and then go out spending money, getting a new car, and so on. 
It isn’t good business as long as he has that 3 percent. It is a very 
simple illustration, an almost childish illustration, and yet it is the 
way this thing works. You can put an increase on here later on, and 
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it may increase this another 2 percent, but it is throwing a disast 
burden on here. That, I am certain of, and it is the only point that 
build around. I think the economic argument is one that I hay: 
set opinions on. 

Senator Douatas. You notice this table on the projections fo: 
future. It seems to me that the estimates on taxable payroll fo: 
railway industry were not unduly optimistic. That is, they sta: 
at a 5.9 figure, or a 5.5 figure, on the second basis, $5 billion, but 
stead of allowing for a growth factor, they provide for some shrinkag 
So that it is not based upon the assumption of an expanding railway 
industry, but apparently some contraction in the railway indust 
So, the long-run estimates in this respect do not have undue optimism 
mixed with them. 

Mr. Overnotser. No; it is perfectly all right on that assumptio: 
that in the next generation the railroads will be a going concern and 
the public is willing to take it over. 

Senator Dovuatas. But not an expanding industry. This does not 
assume an expanding railway industry. 

Mr. OvernotserR. No; 1 think this projection is certainly reasonable 
for what it purports to show. 

Senator Dovatas. Your testimony has been very helpful. Thank 
you very much. 

Mr. Overnouser. Thank you, sir. 

Senator Douacias. Mr. D. B. Robertson of the operating brother- 
hoods will be the next witness. 

My attention has been called to the fact that the reports of th 
Railroad Retirement Board on the bills other than 1347 have not vet 


been made a part of arecord. I think I will now make them a part of 
the record at this point, since we are moving into a discussion, I take 
it, of these other bills. 

(The reports referred to follow: ) 


APRIL 26, 1951 
Hon. James E, Murray, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D. C. 

Dear Senator Murray: This is a report on 8S. 399, which was introduced 
the Senate on January 11, 1951, by Senator Langer, and which was referred t 
your committee for consideration. 

lor the reasons hereinafter stated, the Railroad Retirement Board recommends 
that no favorable consideration be given to the bill. 

The bill would amend section 3 (a) of the Railroad Retirement Act, as amended, 
by increasing the percentages in the annuity formula as follows: The 2.40 percent 
of the first $50 of monthly compensation to 3; the 1.80 percent of the next $100 of 
the monthly compensation to 2.25; and the 1.20 percent of the last $150 of the 
monthly compensation to 1.50. The bill would further amend section 3 (e 
the Railroad Retirement Act so as to produce minimum annuities which are als 
25 percent larger than under the present law. Finally, all employee benefit 
including pensions and joint and survivor options presently payable, would also 
be increased by 25 percent. Thus, in effect, 8. 399 would increase all retirement 
benefits by a flat 25 percent while leaving the survivor-insurance benefits 
unchanged. 

According to our most recent cost calculations, a 25-percent increase in retir¢ 
ment benefits would increase costs by at least 24 percent of payroll above the pres- 
ent schedule of taxes. In the opinion of the Board, any added liabilities created 
by amendments to the Railroad Retirement Act should be accompanied by p! 
visions which would result in additional revenues to the railroad-retirem: 
account, which would at least offset the added cost to a major extent. 5. 309 
makes no provisions for any additional revenues. 
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\side from the consideration of additional costs, there are other reasons why 
Board believes that the bill should not be enacted. 8S. 399 would only par- 
ly ease the pressing need for changing the benefit structure of the present 
ilroad Retirement Act. In view of the recent amendments to the Social 
Security Act which increased the OASI benefits very substantially, a large area 
created within which the benefits available under the Railroad Retirement 
tet fall short of corresponding benefits under the Social Security Act, even 
igh the employment taxes paid with respect to railroad workers are at present 
ich higher. Such anomalies exist in practically all cases of survivor benefits 
and also in certain cases of retirement benefits, particularly where the retired 
emplovee has a wife age 65 or over. In the opinion of the Board, amendments to 
the Railroad Retirement Act would have to deal effectively with the problem 
posed above by providing a level of benefits such that in no case would they be 
lower than the additional social-security benefit which could result from the rail- 
- service had such service been credited under the Social Security Act. The 
S. 399 does not accomplish this objective. While the increase in annuities to 
retired employees alone appears more than sufficient, no adequate care is taken 
of the needs of retired employees with aged wives, or of widows and children of 
deceased employees. 
In view of the reasons stated above, the Board recommends that no favorable 
consideration be accorded to 8. 399. 
Due to the urgent request of your committee, time has not permitted submission 
of this report to the Bureau of the Budget. 





When we have received the comments 


of the Bureau, we shall forward them to you. 
Sincerely yours, 


Horace W. Harper, Acting Chairman. 






Apri 26, 1951. 
The Honorable James E. Murray, 


Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington 25, D. C. 


DeaR SENATOR Murray: This is a report on 8S. 510, which was introduced in 
the Senate on January 16, 1951, by Senator Johnson and which was referred to 
your committee for consideration. 

For the reasons hereinafter stated, the Railroad Retirement 

at. no favorable consideration be given to this bill. 
S. 510 would amend section 2 (a) of the Railroad Retirement Act by 

a) permitting retirement on full annuities between ages 60 and 65, pro- 
vided the employees have completed 30 years of service; 

(b) eliminating annuities on account of total and permanent disability for 
employees with less than 10 years of service, even though such employees 
have attained the age of 60: 

(c) eliminating annuities on account of occupational disability to em- 
ployees with less than 20 years of service, even though such employees have 
attained the age of 60; 

(d) requiring proof of continuing disability only until the age of 60 instead 
of 65 as under the present law; and 

(e) permitting disability annuitants to earn any 
other than for a carrier or for their last employer. Under the present Rail- 
road Retirement Act, a disability annuitant who earns $75 or more in six 
consecutive months is presumed to have recovered from disability in the 
last month of such a period. 
The amendment permitting retirement at age 60 with 30 years of service could 

affect some 80,000 active employees and would also restore the cut-backs on 
account of prenormal retirement to some 10,000 annuitants who have already 
retired on reduced-age annuities. It is estimated that the additional cost resulting 
from such an amendment would lie between 144 and 1% percent of payroll. The 
additional cost which would come into being if all eligible employees decided to 
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take advantage of this amendment at the earliest possible date could be as large 
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% percent of payroll. As far as disability annuitants are concerned, 8. 510 
he one hand introduces a deliberalization by eliminating annuities to em- 
ovees between the ages of 60 and 65 who cannot meet the service requirement, 

on the other hand, it introduces a liberalization by permitting disabled 
uitants to engage in certain work for remuneration without any limit on such 


earnings. It is estimated that the net effect of the amendments concerning dis- 


lity retirements will be not to increase or decrease the cost of disability annui- 
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ties. Thus, in effect, S. 510 would create additional liabilities equivalent 
least 14% percent of payroll. In the opinion of the Board, any added liat 
created by amendments to the Railroad Retirement Act should be accomp 
by provisions which would result in additional revenues to the railroad 1 
ment account which would at least offset the added costs to a major extent 

Aside from the consideration of additional costs, there are other reasons w!) 
Board believes that this bill should not be enacted. The present Railroad Ri 
ment Act gives recognition to the fact that men who have had long ser\ 
specialized occupations and then become disabled for work in these occupa 
are in every practical sense retired. Similarly, men who reach the age of 60 
suffer from a more or less severe disability have, as a rule, considerable diffi 
in keeping their jobs or finding new ones. 8. 510 would give no recognition 
effect of advanced age on the employment opportunities of disabled me 
the opinion of the Board, the attainment of age 60 should in itself be cons 
sufficient grounds for retiring a disabled worker regardless of the length « 
service, provided, of course, that the amount of service such an employe: 
could qualify him for an annuity at the normal retirement age. 

While enacting the disability provisions of the 1937 act as amended 
Congress apparently deemed it wise to exclude employees who in spite of 
disability are in a position to derive substantial monthly incomes either i: 
employment or in employment for hire regardless of the type of work in w 
such disabled employees engage. Men who actually work and earn substa 
incomes in spite of their separation from railroad employment may be class 
as individuals who are not in every practical sense retired. In such cases it 
deemed inequitable to burden the railroad retirement account, contribut: 
equally by employees and employers, with life annuities for which there app 
to be no sound reason. In order to achieve this intent, the act now prov 
that an employee in receipt of a disability annuity who earns more than $7 
service for hire or self-employment in each of any six consecutive calendar mor 
shall be removed from the annuity rolls. In the Board’s opinion, some test 
this type is necessary. Whether the test should be $75 a month in six cons 
tive months or another earnings test is a question which may be consider 
from time to time in the light of experience. But the Board feels that s: 
earnings test should be retained and is therefore opposed to the removal of such 
test altogether, as would be the case under 8. 510. 

The Board can also see no good reason why the Railroad Retirement A: 
sholld be amended in such a way as to provide inducement for workers to leay 
the railroad industry before the age at which they intend to retire from gainf 
employment. For example, a worker who is 60 years old and whose averag 
compensation has been, say, $200 amonth, could, if S. 510 were passed, 
on an annuity of $108 a month, obtain a job in some other industry, and « 
tinue to receive his railroad annuity at the same time. Under the provisior 
the amended Social Security Act, it would be relatively easy, at least in 
next decade ot so, for him to acquire enough social security coverage to qua 
at age 65 for a substantial old-age insurance benefit. He would thus draw 
annuities under two retirement systems while the employee who decides to 
main on his railroad job as long as he can would receive an annuity only fron 
system and his railroad annuity might not even be larger. While it is to 
expected that men from time to time will leave the railroad industry and w! 
it is appropriate that these men while working in other industries receive 
protection of insurance under the OASI system, the Board would object to an) 
governmental encouragement of excess separations among able workers wh 
the railroad industry can ill afford to spare. It is therefore the consider 
opinion of the Board that the present reductions in annuities to nondisab 
workers who retire before age 65 be retained. 

There are even more fundamental reasons why in the opinion of the Board 1 
favorable consideration should be given to this bill. There exists at the pre 
time a pressing need for changing the benefit structure of the Railroad Retire- 
ment Act, but not along the lines specified in 8. 510. In view of the rec 
amendments to the Social Security Act which increased the OASI benetfis 
substantially, a large area was created within which the benefits available under 
the Railroad Retirement Act fall short of corresponding benefits under 1 
Social Security Act, even though the employment taxes paid with respect 
railroad workers are at present much higher. Such anomalies exist in prac- 
tically all cases of survivor benefits and also in certain cases of retirement bene- 
fits, particularly where the retired employee has a wife aged 65 or over. Il 
the opinion of the Board, amendments to the Railroad Retirement Act would 
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to deal effectively with this problem by providing a level of benefits such 
‘hat in no case will they be lower than the additional social security benefit 
which could result from the railroad service had such service been credited under 
Social Security Act. The bill, S. 510, introduces liberalizations for which 
1ere is nO apparent need, while failing to take care of urgent problems, such as 
reasing the level of benefits, particularly to retired employees with aged 
yes, and increasing benefits to widows and children of deceased employees. 

In view of the reasons stated above, the Board recommends that no favorable 
consideration be accorded 8S. 510. 

Due to the urgent request of your committee, time has not permitted submis- 
sion of this report to the Bureau of the Budget. When we have received the 
comments of that Bureau, we shall forward them to you. 

Sincerely yours, 


ave 


Horace W. Harper, Acting Chairman 


APRIL 26, 1951. 
[he Honorable James E. Murray, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington 25, D. C. 

Dear SENATOR Murray: This is a report on S. 681, which was introduced in 
the Senate on January 25, 1951, by Senator Johnson and which was referred to 
your committee for consideration. 

’ For the reasons hereinafter stated, the Railroad Retirement Board recommends 
that. no favorable consideration be given to this bill. 

The bill 8. 681 would amend the Railroad Retirement Act in two respects: 

a) The work test for disability annuitants would be modified so as to permit 
earnings up to $100 a month without suspending or terminating the annuity 
provided, of course, that the annitant does not work for a carrier or for his last 
employer in whose service he was immediately before retirement. However, if a 
disability annuitant earns more than $100 in each of six consecutive months, 
he will be presumed to have recovered from disability in the last month of such 
a period. Under the present law, certain earnings are permitted up to $75 a 
month and the earning test for six consecutive months is based on a $75 ceiling 
instead of the $100 a month limitation provided in the bill. 

b) The work test for recipients of survivor insurance annuities would also be 
liberalized so as to permit earnings in employment covered under social security 
ip to $50 a month. The present Railroad Retirement Act contains a similar 
work test except that the permissible limit on monthly earnings is $25 a month. 

These two amendments would permit disability annuitants and recipients of 
survivor insurance annuities to earn higher amounts in outside employment 
‘reate certain additional liabilities which have not been accounted for when the 
resent tax rates on employees and employers were established. It is estimated 
hat the additional costs resulting from these amendments would probably 
amount to 0.15 percent of payroll. 

Aside from the consideration of additional costs which are not of major import- 
ance in the case of 8. 681, there are other reasons why the Board believes that 
this bill should not be enacted. The modification of the various work tests now 
provided under the Railroad Retirement Act is but a minor part of the broad 
problem of changing the benefit structure of the Railroad Retirement Act. It is 
the opinion of the Board that Congress would probably consider it advisable to 
handle all the major problems now confronting the railroad retirement system in 
one piece of legislation without having to deal with the various aspects of the 
problem, whether small or large, by enacting a number of separate bills. 

In view of the recent amendments to the Social Security Act which increased 
the OASI benefits very substantially, a large area was created within which the 
benefits available under the Railroad Retirement Act fall short of corresponding 
benefits under the Social Security Act, even though the employment taxes paid 
with respect to railroad workers are at present much higher. Such anomalies 
exist in practically all cases of survivor benefits and also in certain cases of retire- 
ment benefits, particularly where the railroad employee has a wife aged 65 or 
over. In the opinion of the Board, amendments to the Railroad Retirement 
Act would have to deal effectively with this problem by providing a level of bene- 
fits such that in no case will they be lower than the additional social security 
benefit which could result from the railroad service had such service been credited 
under the Social Security Act. The bill, S. 681, fails to take care of these major 
problems such as increasing the level of benefits, particularly to retired employees 
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with aged wives, and increasing benefits to widows and children of decea 
employees. 

In view of the reasons stated above 
consideration be accorded 8. 681. 

Due to the urgent request of your committee, time has not permitted 
mission of this report to the Bureau of the Budget. When we have received 
comments of that Bureau, we shall forward them to you. 

Sincerely yours, 


, the Board recommends that no favora 










Horace W. Harper, Acting Chairma 









Aprit 26, 195 
The Honorable James E. Murray, 
Chairman, Committee on Labor and Public Welfare, 


United States Senate, Washington 25, D. C. 


Dear SENATOR Murray: This is a report on 8S. 725 which was introduced in the 
Senate on January 29, 1951, by Senator Watkins and which was referred to yo 
committee for consideration. 

For reasons hereinafter stated, the Railroad Retirement Board recomme: 
that no favorable consideration be given to this bill. 

5. 725 would amend section 2 (a) of the Railroad Retirement Act by eran g 
retirement on full annuities between ages 60 and 65, provided the employees hay 

completed 30 years of service. The bill introduces, in ad lition, another feature 
which requires employers to terminate the service of any employee who has a 
tained the age of 70 and has 30 vears of service. 

The bill appears to be technically defective in several respects and also contains 
an inconsistency between the preamble and the language of the amendment 
itself. The preamble states that the purpose of the bill is “to permit voluntary 
retirement thereunder at age 60,’ ’ presumably regardless of length of service, while 
the changes made by the bill in section 2 (a) 2 and the striking of section 2 (a) 3 
would make nondisability retirement at age 60 permissible only after 30 years of 
service. Further, the elimination of section 2 (a) 3 would require amendment of 
section 3 (e). There is also some doubt whe ees r a provision requiring mereyers r 
to terminate the service of specified groups of employees would be consider 
valid. 

An amendment permitting retirement at age 60 with 30 years of service could 
affect some 80,000 active employees and, if held to be applicable to annuities 
already awarded, would also restore the cut-backs on account of prenormal retire- 
ment to some 10,000 annuitants who have already retired on reduced-age annuities 
It is estimated that the additional cost resulting from such an amendment would 
probably lie between 1% and 1% percent of payroll. The additional cost whic! 
would come into being “if all eligible employees decided to take advantage of this 
amendment at the earliest possible date could be as high as 3 percent of payroll! 
In the opinion of the Board, any added liabilities created by amendments to the 

tailroad Retirement Act should be accompanied by provisions which would result 
in additional revenues to the railroad retirement account which would at least 
offset the added cost to a major extent. The bill, 8. 725, makes no provision for 
any additional revenues. 

Aside from the consideration of additional costs, there are other reasons why 
the Board believes that this bill should not be enacted. 

The Board can see no good reason why the Railroad Retirement Act should be 
amended in such a way as to provide inducement for workers to leave the railroad 
industry before the age at which they intend to retire from gainful employment. 
For example, a worker who is 60 years old and whose average compensation has 
been, say, $200 a month could, if 8. 725 were passed, retire on a railroad annuit) 
of $108 a month, obtain a job in some other industry, and continue to receive his 
railroad annuity at the same time. Under the provisions of the amended Social 
Security Act, it would be relatively easy, at least in the next decade or so, for 
him to acquire enough social security coverage to qualify at age 65 for a substan- 
tial social security old-age benefit. He would thus draw annuities under two 
retirement systems, while the employee who decides to remain in his railroad 
job as long as he can would receive an annuity only from one system, and his 
railroad annuity would not even be larger. While it is to be expected that me 
from time to time will leave the railroad industry, and while it is appropriate 

that these men while working in other industries receive the protection of insur- 
ance under the OASI system, the Board would object to any governmental 
sncouragement of excess separations among able workers whom the railroad 
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stry can ill afford to spare. It is therefore the opinion of the Board that the 

esent reductions in annuities to nondisabled workers who retire before age 65 
be retained. 

There are even more fundamental reasons why, in the opinion of the Board, no 

orable consideration should be given to this bill. There exists at the present 

a pressing need for changing the benefit structure of the Railroad Retire- 
nt Act, but not along the lines specified in 8S. 725. In view of the recent 
1endments to the Social Security Act which increased the OASI benefits very 
stantially, a large area was created within which the benefits available under 
tailroad Retirement Act fall short of corresponding benefits under the Social 
Security Act, even though the employment taxes paid with respect to railroad 
workers are at present much higher. Such anomalies exist in practically all 
cases of survivor benefits and also in certain cases of retirement benefits, par- 
ticularly where the retired employee has a wife aged 65 or over. In the opinion 
of the Board, amendments to the Railroad Retirement Act would have to deal 
effectively with this problem by providing a level of benefits such that in no case 
would they be lower than the additional social-security benefit which could 
result from the railroad service, had such service been credited under the Sociai 
Security Act. The bill, S. 725, introduces liberalizations for which there is no 
apparent need, while failing to take care of urgent problems, such as increasing 
he level of benefits, particularly to retired employees with aged wives, and 
increasing benefits to widows and children of deceased employees. 

In view of the reasons stated above, the Board recommends that no favorable 
consideration be accorded 8. 725. 

Due to the urgent request of your committee, time has not permitted sub- 
mission of this report to the Bureau of the Budget. When we have received the 
comments of that Bureau, we shall forward them to you. 

Sincerely yours, 
Horace W. Harper, Acting Chairman. 


ApriL 26, 1951. 


he Honorable James E. Murray, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington 25, D. ( 


DrarR SENATOR Murray: This is a report on 8S. 941 which was introduced in 
the Senate on February 21, 1951, by Senator Kefauver and which was referred to 
vour committee for consideration. 

For the reasons hereinafter stated, the Railroad Retirement Board recommends 
that no favorable consideration be given to this bill. 

S. 941 would amend the Railroad Retirement Act so as to permit prenormal 
retirement after 40 years of service, regardless of age. However, the annuities of 
such employees would be reduced by one one-hundred-and-eightieth for each 
calendar month that they are under the age of 65 when the annuity begins to 
accrue. Thus, in effect, S. 941 extends the privilege of earlier retirement for 
reasons Other than disability to employees under the age of 60, provided they 
have completed 40 years of service. It is, of course, to be assumed that the 
years of service as counted for purposes of meeting the service requirement would 
be based on actual service without regard to the provisions of the present Rail- 
road Retirement Act (sec. 3 (b) (1) and (2)) which make it impossible to have 
more than 30 years of creditable service until 1967; an additional amendment 
would be necessary to take care of this difficulty. 

In the opinion of the Board, such an amendment is not necessary. There are 
relatively few workers under the age of 60 with as much as 40 years of service who 
could take advantage of the privilege of earlier retirement. The men who have 
long periods of service and are incapable of performing their duties on account of 
disability can retire on full annuities under the present Railroad Retirement Act 
regardless of their age. As far as nondisabled men are concerned, the Board can 
see no good reason why the Railroad Retirement Act should be amended in such 
& Way as to provide inducement for such workers to leave the railroad industry 
before the age at which the »y intend to retire from gainful employment. Such 
workers who leave railroad employment can obtain a job in some other industry 
and continue to receive a substantial railroad annuity while working in some other 
place. Furthermore, under the provisions of the amended Social Security Act it 
would be relatively easy, at least in the next decade or so, for men around the age 
of 60 to acquire enough social-seeurity coverage to qualify at the age of 65 for a 
substantial social-security annuity. They would thus draw annuities under two 
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retirement systems, wae the employees who decide to remain in their rail: 
job as long as they can would receive an annuity only from one system. W 
it is to be expecte d that men from time to time will leave the railroad indu 

and while it is appropriate that these men while working in other industry re« 
the protection of insurance under the OASI, the Board would object to 

governmental encouragement of excess separations among able workers whom 
railroad industry can ill afford to spare. It is, therefore, the considered opi! 
of the Board that nondisabled railroad men should not be permitted to r 
before the age of 60, regardless of length of their service. 

In view of the reasons stated above, the Board recommends that no favor: 
consideration be accorded to 8. 941. 

Due to the urgent request of your committee, time has not permitted 
mission of this report to the Bureau of the Budget. When we have received 
comments of that Bureau, we shall forward them to you. 

Sincerely yours, 





















































Horace W. Harper, Acting Chairman. 







ApriL 26, 1951 
Hon. JAmMEs E. Murray, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D. C. 


Dear SENATOR Murray: This is a report on 8. 1125 which was introduced 
the Senate on March 15, 1951, by Senator Gillette and which was referred 
your committee for consideration. 

For the reasons hereinafter stated, the Railroad Retirement Board recomme: 
that no favorable consideration be given to this bill. 

S. 1125 establishes a new minimum annuity for employees who retire after t! 
age of 60 and who have completed 30 years of service. Such minimum annuit 
would equal one-half of the average monthly earnings during the emplove: 
5 years of highest earnings, but subject to the obvious ceiling on the resulta 
annuity of $150. This amendment is made retroactive with respect to annuit 
certifications under section 2 of the Railroad Retirement Act of 1937, as amended 
except with respect to joint-and-survivor annuities awarded heretofore as well 
survivor annuity awards derived from a joint-and-survivor annuity award: 
heretofore. The recertifications are to be made by the Railroad Retirement Board 
without any application therefor. The increases are to go into effect with respect 
to such awards for all calendar months subsequent to the one in which the 
amendment is enacted. 

The minimum introduced by 8. 1125 would be most effective in cases where thi 
annuity has been or ordinarily would be subject to a reduction under the Railroad 
Retirement Act on account of nondisability retirement before age 65. In cases 
where the employee has already been awarded an annuity at the normal age of 65 
or thereafter, there would also be a very substantial increase in the benefit since th« 
average earnings on which the new benefit is to be based would automatically be 
raised sharply from the present “monthly compensation” level (which has be« 
substantially affected by the relatively low average assigned to prior servic 
There would be similar sharp increases over the present level of benefits for annuit 
certifications in the near future above age 60 where the employee had at least 
30 years of service. In the future when the depressing effect of the prior servic: 
average disappears, the effect of the amending provision would be reduced. 

It is also to be noted that the new minimum would not apply to disabled em 
ployees who retired before the age of 60 even if they had already rendered 30 years 
of service. In the future a rather difficult decision will have to be made by ai 
employee who must stop working because of disability but who already has 30 
vears of service. He would then presumably have the choice of retiring on a 
disability annuity in accordance with the regular formula under the existing act 
or waiting until age 60 when the minimum provision will become effective for him, 
under section 2 (a) 3. 

The bill discriminates in cases involving the election of the joint-and-survivor 
annuity option. It would appear logical to apply the minimum against the original 
single life annuity and then to step up the present optional annuities in proportion 

On balance the employees who stand to gain the most are those who would 
retire between ages 60 and 65. There can be no question but that the bill would 
afford very substantial incentives for employees in that age group, with 30 years 
of service, to retire and then to continue work outside the railroad industry 
The system would thus be burdened with more annuitants and in addition would 
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ve to pay them higher amounts. The Board estimates that these added lia- 


bilities would require an additional tax of about 24% to 2% percent of payroll. 
In the opinion of the Board, any added liability created by amendments to the 
Railroad Retirement Act should be accompanied by provisions for additional 
rovenues to the railroad re - ment account, which would at least offset the added 
costs to @ major extent. 1125 makes no provision for any additional revenues 


{n amendment which ee primarily benefit nondisabled workers who dec ide 
to withdraw from the railroad industry before their actual retirement has certain 
r implications in view of the recent amendments to the Social Security Act. 
For example, a worker who is 60 years old could, if 8. 1125 were passed, retire 
an annuity of $150 a month, obtain a job in some other industry, and continue 
to receive his railroad annuity at the same time. Under the provisions of the 
amended Social Security Act, it would be relatively easy, at least during the next 
deca - or so, for such a man to acquire enough social-security coverage to qualify 
at age 65 for a substantial old-age insurance benefit. He would thus draw annui- 
ties ; undies two retirement systems while the employee who decides to remain on 
railroad job as long as he can would receive an annuity only from one system 
and his railroad annuity might not even be larger. While it is to be expected 
that men from time to time will leave the railroad industry, and while it is appro- 
priate that these men while working in other industries receive the protection of 
surance under the OASI system, the Board would object to any governmental 
encouragement of excess separations among able workers whom the railroad indus- 
try can ill afford to spare. It is, therefore, the considered opinion of the Board 
at any liberalization which would work mostly to the benefit of employees 
who arrange to receive railroad retirement benefits before they 
suld not be enacted. 

There are even more fundamental reasons why in the opinion of the Board no 
favorable consideration should be given to this bill. There exists at the present 
time a pressing need for changing the benefit structure of the Railroad Retirement 

t, but not along the lines spec ified in S. 1125. In view of the recent amendments 

the Social Sec urity Act which ine reased the O ASI benefits very substantially, 

a large area was created within which the benefits available under the Railroad 
Retirement Act fall short of corresponding benefits under the Social Security 
Act, even though the employment taxes paid with respect to railroad workers 
are at present much higher. Such anomalies exist in practically all cases of sur- 
vivor benefits and also in certain cases of retirement benefits, particularly where 
the retired employee has a wife age 65 or over. In the opinion of the Board, 
amendments to the Railroad Retirement Act would have to deal effectively with 
this problem by providing a level of benefits such that in no case will they be 
ower than the additional social-security benefit which would result from the 
railroad service had such service been credited under the Social Security Act. 
rhe bill S. 1125, introduces liberalizations for which there is no apparent need, 
while failing to take care of urgent problems such as increasing the level of benefits, 
particularly to retired employees with aged wives, 
widows and children of deceased employees. 

In view of the reasons stated above, the Board recommends that no favorable 
consideration be accorded 8. 1125. 

Due to the urgent request of your committee, time has not permitted sub- 
mission of this report to the Bureau of the Budget. When we have received the 
comments of that Bureau, we shall forward them to you. 

Sincerely yours, 


actually retire 





and increasing benefits to 


Horace W. Harper, Acting Chairman. 





APRIL 26, 1951. 


Hon. JaMes E. Murray, 
Chairman, Committee on Labor and Public We lfare, 
United States Senate, Washington D. C. 


Dear Senator Murray: This is a report on S 


1308 which was introduced in 
the Senate on April 11, 1951, by Senator Langer and which was referred to your 
committee for consideration. 

For reasons hereinafter stated, the Railroad Retirement 
that no favorable consideration be given to this bill. 

5. 1308 would amend the Railroad Retirement Act of 1937 
respects. 


(a) Retirement on full annuities would be permissible after 30 years of service 
regardless of age. 


Board recommends 


in the following 
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bh) The average monthly compensation would be computed on the |} 
earnings during a 5-year period during which the employee received the | 
pay. The present ceiling of $300 on the creditable monthly compensat 
retained. 

(c) The present method of computing annuities by the use of specific 
centages of portions of the monthly compensation (2.4 of the first $50, 1.8 
next $100 and 1.2 of the remaining $150) is discarded. Instead the bill int: 

a new annuity formula, to wit: ‘The annuity shall be computed by multi 
an individual’s years of service by 50 percent of his monthly compensation 

(d) The amendments would apply also to retired employees now on the 1 

It appears that the annuity formula of the bill is defectively drafted. | 

be assumed that the new annuity formula which is substituted instead of s« 
3 (a) of the present Railroad Retirement Act actually intends to provi 
annuity equal to one-half of salary for employees who retired after 30 ye 
service In order to produce such an effect, the new formula would have to 1 
as follows: ‘‘The annuity shall be computed by multiplying an individual’s 
of service by 1°4 percent of his monthly compensation.”’ 
Under the language of the bill (lines 4, 5, and 6 on p. 2 of the bill), the a 
could be in excess of $2,000 a month which obviously was not intended. It 
possible that the new annuity formula was intended as a minimum, not 
substitution for the percentage formula contained in the present law. 

The amendments introduced by 8. 1308 could affect some 225,000 a 
employees and would also restore the cut-back to some 10,000 annuitant 
retired on reduced age annuities. It is estimated that the added liabilities 1 
ing from $8. 1308 assuming a reasonable not a literal interpretation of its pri 
would run to about 3% percent of payroll. This cost figure is on the assu 
that only a small proportion of employees would take advantage of the opportu 
for early retirement. If all eligible employees were to retire at the earliest poss 
date, the additional costs could run well above 6% percent of payroll. I 
opinion of the Board, any added liabilities created by amendments to the Railr 

tetirement Act should be accompanied by provisions which would result 
additional revenues to the railroad retirement account which would at least off 
the added costs to a major extent. The bill 8. 1308 makes no provisions for 
additional revenues. 

Aside from the consideration of additional costs which are in this case rat 
substantial, there are other reasons why the Board believes that this bill sl! 
not be enacted. The Board can see no good reason why the Railroad Retire: 
Act should be amended in such a way as to provide inducement for worker 
leave the railroad — stry before the age at which they intend to retire ft 
gainfulemployment. Under the ae of 8. 1308, it would not be unusua 
men age 50 or even younger to qualify for subste¢ antial railroad annuities and : 
same time earn good wages while working in some other industry. iether | 
to be considered is that such young men, after withdrawing from railroad ser\ 
could easily qualify for substantial old-age benefits under the Social Security 

For example, a worker who is 60 years old could, if S. 1308 were passed, retir 
on an annuity of $150 a month, —~ ain a job in some other industry, and cont 
to receive his railroad annuity. Under the provisions of the amended Socia 
Security Act, it would be relatively easy, at least in the next decade or so, for | 
to acquire enough social-security coverage to qualify at age 65 for a substa 
old-age benefit. He would thus draw annuities under two retirement syst 
while the employee who decides to remain on his railroad job as long as hi 
would receive an annuity only from one system and his railroad annuity 1 
even not be larger. While it is to be expected that men from time to tim« 
leave the railroad industry, and while it is appropriate that these men 
working in other industries receive the protection of insurance under tl 
system, the Board would object to any governmental encouragement ‘of 
separations among able workers whom the railroad industry can ill afford to 3] 
It is therefore the opinion of the Board that the present reductions in annuit 
nondisabled workers who retire before age 65 be retained, and that no s¢ 
retirement be permitted before the worker attains the age of 60. 

There are even more fundamental reasons why in the opinion of the Boar 
favorable consideration should be given to this bill. There exists at the pri 
time a pressing need for changing the benefit structure of the Railroad Retir« 
Act, but not along the lines specified in 8. 1308. In view of the recent amendn 
to the Social Security Act which increased the OASI benefits very substantia 
large area was created within which the benefits available under the Railr 
Retirement Act fall short of corresponding benefits under the Social Security A 
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though the employment taxes paid with respect to railroad workers are at 
nt much higher. Such anomalies exist in practicaily all cases of survivor 
fits and also in certain cases of retirement benefits, particularly where the 
d employee has a wife aged 65 or over. In the opinion of the Board, amend- 
ts to the Railroad Retirement Act would have to deal effectively with this 
em by providing a level of benefits such that in no case will they be lower than 
vdditional social-securitv benefit which could result from the railroad service 
1 sueh service been credited under the Social Security Act The bill S. 1308 
troduces costlv liberalizations for which there is no apparent need, while failing 
ike care of major problems, such as increasing the level of benefits, particularly 
red employees with aged Ss. § increasing benefits to widows and 
lren of deceased employees. 
In view of the reasons stated above, the Board recommends that no favorable 
sideration be accorded §. 1308. 
Due to the urgent request of your committee, time has not permitted submission 
is report to the Bureau of the Budget. When we have received the comments 
that Bureau, we shall forward them to you 
Sineerely yours, 
Horace W. Harper, Acti? 


RAILROAD RETIREMENT Boarpb, 
Chicago, Ill., May 17, 1951 
James E. Murray, 
Chairman, Committee on Labor and Public Welfare 
United States Senate, Washington, D. ( 


DeAR SENATOR Murray: This is a report on 8. 1348, which was introduced 
the Senate on April 18 (legislative day, April 17), 1951, by Senator Young, and 
which was referred to vour committee for consideration 
lhe bill would amend section 5 of the Railroad Retirement Act to provide that 
* * * an adopted child of a deceased individual whose death resulted 
suddenly from an accident shall not be required to have been an adopted child 
or 12 months immediately preceding the month in which such individual died.”’ 
When the Railroad Retirement Act was amended in 1946 to provide survivor 
enefits for widows, creditable service and earnings under the Railroad Retirement 
Act and the Social Security Act were combined, for the purpose of survivor 
enefits, in order to avoid loss or duplication of benefits. It was therefore con- 
sidered important that the definition of the several survivors for whom benefits 
provided under the two acts, be the same under both in order to avoid the 
inomaly of a person’s being a ‘‘widow,” “‘child,”’ or ‘“‘parent’’ under one act, but 
ot under the other. In the absence of such uniformity of definition in the two 
ucts, the inequities and the administrative difficulties would be very great. Si 
he enactment of the 1946 amendments to the Railroad Retirement Act, 
Social Security Act has been amended, so that there are certain differences in 
lefinition of the survivors mentioned. S. 1347, however, on which the Board has 
reported favorably to your committee, would restore the desirable uniformity. 
Without going into the merits of the amendment contemplated by 8S. 1348, it 
vould appear more desirable to amend the Social Security Act to the extent 
lesired. Such amendment could then be included by reference, or otherwise, 
n the Railroad Retirement Act, thus preserving the desired uniformity of 
finition. 
Sincerely yours, 
WinturaMm J. KeNnNEpy, Chairman. 


James E. Murray, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D. ¢ 


DeaR SENATOR Murray: This is & report on S. 1353 introdu 
April 18, 1951, by Senator Murray for himself and Sen: 
iglas, Humphrey, Langer, and Ives, and which was referred t 

r consideration. 

Che bill would amend the Railroad Retirement Act 
owing respects: 


All retirement annuities payable to emp 
payable to widows on account of joint and survivor « 
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25 percent. The same percentage increase would also apply to minimum annuit 
under section 3 (e), provided that the minimum annuity shall not exceed 
monthly compensation. 

b) The limit on the monthly remuneration used for purposes of comput 
survivor insurance benefits is raised from $250 to $300. 

(c) The percentage factors entering in the formula used in the computatio: 
the basic amount for purposes of survivor insurance annuities are all increased | 
25 percent. The minimum basic amount is increased from $10 to $20. 

(d) All benefits presently payable would be increased by 25 percent with 
exception of children’s and parents’ insurance annuities, which will appar 
remain at their present levels. 

(e) Certain modifications are introduced in the maximum and minimum pr 
visions pertaining to survivor insurance annuities, 

(f) The limit or permissible earnings in social security employment for recipie 
of survivor insurance annuities is raised from $25 to $50 a month. 

The combined effect of these amendments would be to increase all retirem« 
benefits by 25 percent and to increase survivor insurance benefits by somewha 
more than 25 percent. The amendments relating to survivor insurance benefit 
would first increase the earning base on which such benefits are computed and 
then apply to such a higher base a new formula which contains percentage factor 
which are 125 percent of the ones specified in the present Railroad Retirement Act 
Furthermore, the increase in the minimum basic amount is a full 100 percent (from 
$10 to $20), although this is not of major consequence. The bill does not provid 
for the financing of the cost of the added benefits proposed therein. 

Aside from the consideration of additional costs, there are other reasons why 
the Board believes that the bill should not be enactyed. S. 1853 would only 
partially ease the pressing need for changing the benefi structure of the present 
Railroad Retirement Act. In view of the recent amendments to the Socia 
Security Act which increased the OASI benefits very substantially, a large area 
was created within which the benefits available under the Railroad Retirement 
Act fall short of corresponding benefits under the Social Security Act, even though 
the employment taxes paid with respect to railroad workers are at present muc! 
higher. Such anomalies exist in practically all cases of survivor benefits and also 
in certain cases of retirement benefits, particularly where the retired employee has 
a wife age 65 or over. In the opinion of the Board, amendments to the Railroad 
Retirement Act would have to deal effectively with the problem posed above 
by providing a level of benefits such that in no case would they be lower than 
the additional social-security benefit which could result from the railroad service 
had such service been credited under the Social Security Act. The bill, 8. 1353, 
does not accomplish this objective. While the increase in annuities to retired 
employees alone appears more than sufficient, no adequate care is taken of the 
needs of retired employees with aged wives, or of widows and children of deceased 
employees. Further, the 25 percent increase in survivor insurance benefits will 
still leave such benefits far below the corresponding benefits under the Social 
Security Act. 

The Board made a detailed cost study for the amendments of 8. 1353, using 
payroll assumptions specified by the railway labor organizations which sponsor 
this legislation. If it is assumed that the creditable railroad payrolls after 1950 
would be about $5 billion a vear, while at the same time retaining the other assump- 
tions of the fourth valuation, the total net cost of the retirement program as 
modified by 8. 1353 would be 15.61 percent of payroll, which exceeds the taxes 
scheduled under the present law by more than 3 percent of payroll. A detailed 
breakdown of the costs is contained in the attached table. 

In view of the reasons stated above, the Board recommends that no favorable 
consideration be accorded to 8S. 1353. 

Due to the urgent request of your committee, time has not permitted submission 
of this report to the Bureau of the Budget. When we have received the com- 
ments of that Bureau, we shall forward them to you. 

Sincerely yours, 
Horace W. Harper, Acting Chairman. 
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Summary of level cost calculations for amendments contained in S 
$5 billion annual payroll after 1950 


> assuming a 


Costs as 

iCosts as of Dee. 31, 1950 percent of 

" F payroll 

A. Retirement benefits nha zaeale A 13. 07 
1. Age annuities, pensions, and joint and survivor options 9. 56 

2. Disability annuities payable before age 65 79 


a2 


38. Disability annuities payable after age 65. __ a a ta 
B. Survivor insurance benefits_ 2. 95 


1. Aged widows’ and parents’ annuities 
2. Widowed mothers’ annuities 

3. Children’s annuities - - ~~ 

4. Lump sums 


Residual payments - - - - 

Total benefits - 

Administrative expenses 

Funds on hand_ : 

+, Net level costs after 1950 (D+ E—F) a 


) 


( 
l 
I 
I 
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Senator Dovetas. Mr. Robertson, we are very glad indeed to have 
you as a witness. I[ suppose it is somewhat unnecessary for you to 
identify yourself, but for the sake of the record, will you do that for 
the group which you represent? 


TESTIMONY OF DAVID B. ROBERTSON, PRESIDENT, BROTHER- 
HOOD OF LOCOMOTIVE FIREMEN AND ENGINEMEN, CLEVE- 
LAND, OHIO 


Mr. Roszertrson. My name is David B. Robertson. I live in 
Cleveland, Ohio, where the Brotherhood of Locomotive Firemen and 
Enginemen, of which I have been president since 1922, has its head- 
quarters. 

I appear here in support of S. 1353, the so-called operating em- 
ployees’ bill, as spokesman for the four independent operating employ- 
ees’ organizations; that is, Brotherhood of Locomotive Engineers, 
Brotherhood of Locomotive Firemen and Enginemen, Order of Rail- 
way Conductors, and Brotherhood of Railroad Trainmen. The pro- 
gram and policy expressed in S. 1353, and in the testimony of myself 
and our counsel and actuary in these hearings, were finally developed 
in detail in conferences between the chief executive officers of our four 
brotherhoods. In addition to myself those executives are J. P. 
Shields, grand chief engineer, B. of L. E.; Roy C. Hughes, president, 
QO. of R. C.; and W. P. Kennedy, president, B. of R. T. 

Merely to avoid duplication of testimony and prolongation of your 
hearings, I was asked to speak for the four of us in expressing our 
uniform policy and the reasons therefor. Should the committee 
desire to hear individually from Mr. Shields, Mr. Hughes, or Mr. 
Kennedy, I am authorized to say that each of them will be happy to 
add his own statement to this joint statement of all four organizations. 

When I said our program and policy was finally decided upon in 
conferences of the chief executives I did not mean to indicate that 
we reached our conclusions in a sealed conference chamber, sound- 
proofed from reality. All of the executives have been intimately 
concerned as officials of their organizations for many years, with all 
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of the varied and complex problems concerning the retirement. of! 
railway employees. Each has the benefit of continuous and volumi 
nous correspondence with his membership throughout the country 
with the members and officials of the Retirement Board, with the 
officials of his own organization, and between our organizations. 

Each of our brotherhoods maintains an important official here iy 
Washington, D. C., with the title of national legislative representa 
tive. The title is exactly descriptive of their duties, and these met 
keep very closely in touch on a full-time basis with all legislative 
matters touching upon or concerning railway labor. One of their 
chief subjects of interest is, of course, the retirement system. Bills 
are introduced or proposed from time to time and from many sources 
All of these receive the experienced attention of our national legislativ: 
representatives, and reports are made by them to their organizations 
in great detail. 

The aid and advice of these valued officers of the operating brother- 
hoods was available to and utilized to the fullest extent in the formu 
lation of our program. Each of them has been a regular attendant 
at your hearings, and has been at hand for consultation and advic 
as the hearings have progressed. They are, respectively, John 
Crobett, assistant grand chief engineer, B. of L. E.; Jones A. McBride, 
vice president, B. of L. F. and E.; W. D. Johnson, vice president, 

). of R. C.; and Harry See, vice president, B. of R. T. 

aoe the chief executives have constituted a joint committee to 
appear here on behalf of their organizations is attributable to the 
imuports unce of the issues to all of our members and their families 
and, in part, to our presence on a rather long-continued basis here 
in Washington in connection with our still unsettled wage-rules dis- 
pute with the railroads. 

Each of our organizations has maintained its wage and rules 
committee in Washington for many long months. These committees 
consist of experienced general chairmen from railroads scattered 
throughout the United States, large and small. The close connec- 
tion of these general chairmen with the problems of our retired mem- 
bership all over this Nation has enabled them to give invaluable advice 
and information on a day-to-day consulting basis in the preparation 
of our program of amendments to the Railroad Retirement Act. 

We wish also to acknowledge with thanks to the Retirement Board 
and to its extremely competent and helpful staff member, Mr. E. P. 
Bickford, the Board’s loan of Mr. Bickford to us as a consultant and 
technical adviser, and Mr. Bickford’s expert and public-spirited assist- 
ance to us. In fairness to both the Board and Mr. Bickford we wish 
to state that in his work with us he spoke for himself and not for the 
Board, and that throughout he has functioned in the public interest 
as an adviser on technical matters only, never as a policy maker. 

My own interest in and work with the problems of retirement of 
railway employees has been long and intense. I was involved, as an 
employee spokesman, in the movement which, after the original act 
was declared unconstitutional, culminated in the agreement between 
the carriers and all the standard railway labor organizations and 
thus in the enactment of the Retirement Acts of 1935 and 1937. I 
was also concerned with the amendments of 1940. In 1944, as chair- 
man of a committee of standard railway labor organizations which 
was charged with the duty of studying the operation of the retirement 





RAILROAD RETIREMENT LEGISLATION 297 


acts and of making recommendations for such changes therein as in 
the light of experience seemed desirable and feasible, I testified at 
some length in the legislative hearings held in that year to consider 
proposed amendments. Again, as chairman of that same committee, 
| appeared in 1945 as a witness on behalf of our program which ulti- 
mately resulted in the enactment into law of the 1946 amendments 
to the act. 

May | say, parenthetically, that throughout the years the four 
operating brotherhoods have been concerned primarily though not 
exclusively with two paramount considerations: First, to do justice 
in the form of a realistically adequate monthly retirement income to 
those former railroad employees whose work careers and contributions 
have made the system possible; and, second, to maintain the system 
on sound financial principles. Our four operating brotherhoods stand 
before you today committed to those two paramount considerations. 

The program of amendments we propose is consistent with and 
precisely to fulfill in the light of present-day economic conditions 
each of those considerations. 

We are asking, first, that retired railroad employees and those now 
in service who are later to be retired receive an even 25-percent 
increase in their annuities. 

We are asking, second, that neither tax rates already provided nor 
taxable monthly compensation be increased; and if it be proven 
necessary to reduce our over-all request for a 25-percent increase in 
benefits to retired employees in order to maintain the system on 
sound financial principles at presently provided tax rates on current 
taxable maximums, we will yield to the facts and reduce our request 
to the percentage figure dictated by the taxable payroll ceiling. 

We are also asking, third, that survivors’ benefits also be increased 
by a uniform 25 percent, and, in certain instances which will be 
explained in detail later, by as much as 38 percent for reasons of 
desirable uniformity in crediting earnings in the computation of 
benefits. 

Senator Douctas. Mr. Robertson, may I interject here? You are 
not asking for a wife’s or spouse’s benefit? 

Mr. Roserrson. We are if the present taxable payroll will sustain 
it. 

Senator Dovetas. Does the bill, 1553, include a spouse’s benefit? 

Mr. Rosertson. Not as such, no. Just survivors. And we are 
asking that they not be increased unless the taxable payroll and the 
tax limit now will justify it. In other words, we are asking for no 
extension in the coverage. 

Senator Dove as. That is, you do not want to have the coverage 
raised from $300 a month to $400 a month? 

Mr. Rosertson. No, sir; Senator. I will come to that. But we 
are not asking for that. 

I wish to be quite clear in stating that this proposed increase in 
survivors’ benefits is, in our well-considered and firm opinion, sub- 
sidiary to the request for not less than a 25-percent increase in benefits 
paid to retired employees. And all of our requests are contingent 
upon the availability of sufficient funds at currently provided tax 
rates, on currently taxable compensation, under a financially sound 
system. 
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Senator Dovetas. That is, if you find that there is not enough 
money to provide a 25 percent increase for retired employees and for 
survivors, you would prefer that the re tire d employees be given priority 
in their claims compared to survivors? 

Mr. Rosertson. That is correct. We have asked the Retirement 
Board to furnish us with certain information regarding the cost of the 
bill which we are sponsoring, and we have also sought the advice of 
an actuary that we have employed, Mr. Bronson, of Washington. 
And at the moment we have those several reports. One we just got this 
morning before I took the witness stand. And we have been unable 
ourselves to definitely decide just what the reports will justify us in 
requesting. 

Senator Dovuetas. When you speak of retirement annuities, on 
which you are to have first priority, do you include disability with age? 

Mr. Roserrson. Yes, sir. 

As I was saying, Senator, when we can have an opportunity, which 
will be quickly now, to analyze these reports, we will be able to dif- 
ferentiate as to the particular improvements which we would like to 
adhere to. In other words, if the reports of the actuaries can show 
that considerable increase can be made, even short of 25 percent, we 
may decide to suggest that some division of it ought to go to the sur- 
vivors. But at the moment, and on the advice we have at the mo- 
ment, we are inclined to the position that if the reports and the actuaries 
themselves agree that there is a certain amount of money available 
that can be applied to increases which will be below 25 percent and 
will not leave any substantial amount to go to survivors, and partic- 
ularly to increase the coverage, we want it all to go to the annuitants 
and the pensioners, including the disabilities. 

Proposed amendments inserted for purposes of technical uniformity 
or to increase pitifully low minimums will be explained and commented 
upon by our counsel in his statement. We have also asked the elimi- 
nation from the Unemployment Insurance Act of an exclusion fror 
benefits which discriminate against our men who operate and ride 
the trains, and I| shall later deal briefly with that particular phase of 
our requests. 

Senator Dovatas. May I interject? The bill which we have just 
been discussing, as I understand it, makes no alterations in the Un- 
employment Insurance Act; but your bill deals therefore not only 
with retirement but in this respect also with the unemployment 
insurance branch. 

Mr. Ropertson. In one phase only. And that has to do with the 
men running on the mileage basis and particularly refers to pullman 
men and dining car stewards and the like. 

It is my purpose soon to turn to the compelling reasons for our 
basic proposals to amend the retirement system, to explain the 
priority order of desirability. 1 have just outlined, and to indicate 
to you why our program omits features contained in S. 1347 which, 
at first glance, might well seem socially and economically desirable to 
the enlightened but uninitiated. 

Preliminary to that central portion of this statement it is fitting that 
I call to the committee’s attention some general facts which have in- 
fluenced our thinking in the formulation of this legislative program. 

The four operating brotherhoods have as their members and repre- 
sent the interests of railroad employees and retired railroad employees 
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whose service is performed on trains and engines, and in yards. These 
include, along with smaller numbers of other classes of employees, 
engineers, firemen, conductors, trainmen, switchmen, and hostlers. 
hey number in excess of 300,000 active employees. 

Those minor employees that I refer to, minor in number, are such as 
car retarders, and so on. 

Clerks and shopmen with very long railroad careers are by no means 
unusual, but it is among the operating employees that we find pro- 
portionately the longest careers for the group as a whole and the high- 
est regular earnings. ‘The operating group also furnishes proportion- 
ately by far the greater number of oce upational disability retirements, 
partly because of the exacting physical requirements and partly be- 
cause of the greater hazards attendent upon their work. 

Just by Way of brief illustration, may I give you some figures taken 
from or computed from table B—11, page 106, 1950 report of the Re- 
tirement Board. These figures relate to annuities in force at the end of 
1949. Former operating employees constituted a total of 58,314 re- 
cipients out of a grand total of 232,543—almost exactly 25 percent of 
the grand total. In contrast, operating employees constitute only 22 
percent of the total of active railroad employees today. The longer 
careers and the higher earnings of the operating employees appear 
from the size of the monthly annuities. The average for all retirement 
annuitants was $83.38, but a weighted average of the monthly annui- 
ties paid former operating employees yields a figure of $104.15—and 
this is almost exactly 25 percent—24.9 percent—greater than the 
average. 

The disparity would be greater had we removed the effect of the 
higher operating employees’ annuities from the average. Excluding 
annuities to former operating employees, all others averaged $76.43 
per month, $27.72 per month less than the average ex-operating em- 
ployee. In percentage terms, the operating employees’ average 
exceeds the average of all others by 36.3 percent. 

Since annuities are calculated solely upon and vary solely by a so- 
called bent formula which gives substantially less effect to earnings 
above $50 and again to those above $150 per month, multiplied by 
length of service, there cannot be any question but that the employees 
and retired employees represented by the operating brotherhoods 
constitute those with longer effective working careers and with higher 
average earnings. 

The same table, giving retirements effective in the year 1949, bears 
these conclusions out quite fully. Thirty-six thousand and twenty 
employees retired in 1949 at an average annuity of $78.29. Of these, 
8,119 were operating employees, whose monthly annuities averaged 
$99.27, exceeding the over-all average by 26.8 percent. Eliminating 
the effect of those operating employees’ annuities upon the average, 
all other employees retiring in 1949 received average annuities of 

$72.18. The operating employees’ annuities of $99.27 exceed that 
figure by 37.5 percent. 

On the subject of retirement for disability, the Board’s experience 
parallels and confirms the experience of our organizations and the 
sound common sense of the judgments we have made. In the same 
table in the 1950 report we find figures showing the percentage of 
persons retiring in 1949 who retired for disability. Thirty-six and 
eight-tenths percent of all employees retiring, or 13,255, were dis- 

83931—51——20 
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ability retirements. Of the operating employees, however, 42 
percent—3,475 out of 8,119——did so for disability. 

We do not think these disability figures will surprise your commit 
tee. They result from the high physical standards required of operat 
ing e mploye es and from the high hazard rate of those occupations in 
comparison to other railroad occupations. 

The operating brotherhoods, as spokesmen for those with longe: 
careers and higher earnings, have been aware that certain social! 
principles expressed in the system have placed greater proportionate 
benefits - the hands of some employees with shorter careers and 
smaller earnings—employees whose tax contributions were less in 
proportion to benefits than the operating employees. The social 
principle has been extended and expanded effectively in the establish 
ment of the various survivor benefits, since those benefits are in sub 
stantial part paid for from the contributions of employees who do not 
leave survivors eligible for benefits. I joined in the movement fo: 
the establishment of survivor benefits, and testified in legislativ: 
hearings in favor of establishing those benefits. We do not seek to 
reduce any survivor benefits at this time. Indeed, if possible unde: 
presently provided tax rates and taxable maximums, we even now 
recognize the desirability of ultimately increasing survivor benefits 
by at least 25 percent. Our proposed amendments would so provide 
Information received since the amendments were introduced, to be 
detailed later by our actuary, convinces us that no such increase in 
survivor benefits is feasible within anticipated levels of tax income. 

At any rate, until it is possible to provide effectively for across-the- 
board increases to retired employees of not less than 25 percent, our 
brotherhoods are opposed to any further extension of the social 
principle which fails to credit at least proportionately those employees 
whose work and earnings from the basis for the higher tax contribu- 
tions under the presently provided taxation scheme. 

I turn now, with your permission, to the basic reasons why we 
propose to increase benefits to retired employees, and if at all possible 
survivor benefits as well, by a flat 25 percent. These employees who 
have given their working lives to the railroad industry are now fixed- 
income persons, laboring under the same difficulties—intensified—as 
are our currently active working members. 

Since the passage of the Retirement Act of 1937 there has been a 
rise in the conservative price index for consumers of the Bureau of 
Labor Statistics of 80 percent. Contrast this, if you please, with an 
increase in benefits to these fixed-income people who have devoted 
their lives to the railroad business of a mere 20 percent. 

A further 25 percent—actually 25 percent on 120 percent—effectu- 
ates, if allowed in new legislation, only a total 50 percent increase, 
leaving a plain gap of at least 30 percent failure to keep pace with the 
rise in cost of goods and services purchased over a relatively long 
term—14 years. 

Consider these further extremely significant facts. Our retired 
people and those soon to retire for the most part purchase a somewhat 
different ‘‘market basket” of goods and services than is regularly 
priced by the Bureau of Labor Statistics. Many of them own their 
own homes or have been able to reduce the size of their living quarters 
as their children have grown up and left home. Substantially a 
greater proportion of their reduced regular monthly income is spent 
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for the food component of the market basket than is the case with 
consumer families generally. 

We believe it is most important to realize that in the cost-of-living 
picture for these fixed and reduced momen elderly people the cost of 
food regularly consumed assumes a place of great magnitude. Prior 
to recent adjustments in its weighting formulas the Bureau of Labor 
Statistics assigned to food a weight of,41.6 in the all-items index. 
It has now adjuste ‘d this weight downward to one-third (33.3) because 
with greater incomes it turns out that the purchasing habits of con- 
suming families change and a lesser amount of the total available for 
spending goes for food. 

But for the retired annuitant, exactly the reverse of the process 
which the Bureau observed for normal consuming families occurs. 
To repeat, a greater proportion or percentage of a reduced total 
income nec essarily is expended for food. 

The operating brotherhoods therefore stress the 14-year trend of the 
food component of the consumers’ price index, a trend vastly more 
sharply upward than for the all-item index itself. Since 1937, when 
the Retirement Act established the amounts of annuities which have 
up to now been raised but 20 percent, the food index at the consumer 
level has risen 115 percent. If we adopt the previous Bureau weighting 

adopt a very conservative estimate to apply to the retired railroad 
employee. But it furnishes a means of stating a most instructive 
example. 

Assume an employee was fortunate enough to have retired in 1937 
at a monthly figure of a round $100. He then spent 41.6 percent or 
$41.60 of his retirement income for food. The income has risen 20 
percent to $120. But the cost of food equivalent to that he could 
purchase in 1937 has risen 115 percent to $89.44. Where a balance 
of $58.40 was left to meet other expenses in 1937 there is a balance of 
$30.56 now, wholly inadequate to meet other increased costs which, 
as we have shown, also rose well over 50 percent in the 14-year period. 

This is but an example compounded of the substance of countless 
letters of complaint which every one of our operating organizations 
receive regularly from its retired members. And I can assure the 
members of this committee that the letters of complaint stress, as I 
have stressed, the rising cost of necessary food items, the first and 
indispensable expenditure. 

We are not suggesting that the levels of retirement annuities should 
fluctuate at short periods in response to changes in the cost of living. 
Indeed, stability of income and stability of the system itself are both 
considerations which argue against frequent shifts in the levels of 
retirement and other annuities. 

Senator Dove.tas. Mr. Robertson, may I interject? Isn’t the exist- 
ence of these retirement funds a very strong reason why the workers 
on the railways and the retired annuitants and survivors should 
interest themselves in preventing inflation? 

Mr. Ropertson. Yes; I agree’ with you, Senator. 

Senator Dovcias. And one of the causes of inflation would be a 
governmental deficit requiring the Government to borrow from banks, 
the banks creating credit, the result of the increase in the ratio of 
credit to goods being an increase in prices? So I hope that the mem- 
bers of the workers on the railways will support those of us who wish 
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to eliminate unnecessary Government expenditures, so that the budg 
may be balanced. 

Mr. Rosertson. I think I can assure you, and speak for the fo 
organizations that I am representing here, Senator, that they wi 
have the wholehearted support of these organizations to accomplis! 
that very purpose. 

Senator Dovatas. In preventing a governmental deficit and in 
reducing unnecessary governmental expenditures? 

Mr. Rosertson. Yes, sir. 

Senator Dovaias. Now may we have a similar pledge of support 
from the nonoperating unions? If we do, we are going to get a millior 
and a half workers pledged to a program of sane governmental 
economy. I emphasize the adjective ‘‘sane.”’ 

Am I springing this too suddenly upon you, Mr. Leighty? 

Mr. Lereuty. I was thinking of another subject at the time, Mr. 
Douglas. Iam sorry. | think we all believe that unnecessary gov- 
ernmental expenditures should not be made. We are all in accord 
on that. I don’t think you will have any trouble with any of our 
people on that. 

Senator Douatas. What we see before us is the effect of inflation 
upon a funded retirement system. That is really the way we see it 
Along with the natural desire to increase benefits in order to maintain 
real income, we are faced with the fact that the reserves are becoming 
of less and less value as the dollar depreciates, because of the rise in 
prices. And what I am trying to do now is to drive this lesson hom: 
and point out that part of our troubles are being caused by this infla- 
tion, and that one of the feeding causes of inflation is an unbalanced 
Federal budget. Not in this current year, I grant you. It is not 
unbalanced. But if we have an unbalanced Federal budget, forcing 
the Government to borrow money, and borrow money to the degree 
to which it borrows money from the banks, the banks will lend money 
by creating credit against which the Government draws. The result 
would be a multiplication of checkbook money, without a oo 
sponding increase in the quantity of goods; so ths at the result will tend 
to be an increase in prices, unless it is accompanied by a corresponding 
increase in the quantity of goods, creating an added strain on the 
pension fund. So that should not part of the effort of the railway 
unions be directed not merely at making benefits more adequate in 
terms of money, but also in helping to prevent the depreciation of th« 
dollar caused by inflation? 

Mr. Lerauty. We are heartily in accord with that, Senator. 

Senator Doveias. Then we start off right on the appropriatior 
bills. I hope we can get the support of the railway unions. And 
certainly the railway unions should support those of us who believe 
that river and harbor appropriations have been too high, because in 
addition to your interest as taxpayers and as recipients of pensions 
you have an occupational interest in this. And I hope, indeed, as | 
look at the pleasant countenance of Mr. Fort, that the railways may 
join us in this campaign for economy on rivers and harbors. 

Mr. Roserrson. We also have an interest in the St. Lawrenc 
waterway, Senator, while we are on the subject. 

Senator Dovetas. Well, that is another issue. 

Mr. Leteury. Mr. Chairman, I was going to say, if I may, that 
we are wholeheartedly in support of your views. And I was going 
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to add that I think the railroad industry is peculiarly subject to the 

adverse and severe impact of inflation, more almost than any other 
ndustry in the country. And I will join my friend, Davey Robert- 

son, In asking everybody to keep in mind when they consider the St. 
awrence waterway the consideration of which you speak. 

Senator Douaetas. I had hoped that the discussion would not turn 
is toward the St. Lawrence, because I happen to be in favor of the 
St. Lawrence. 

But on the budget, and decreasing expenditures for rivers and har- 
bors, 1 hope that we are not only a happy family but a vigorous 
family. 

I admire the dexterity with which you tried to put me on the spot. 

Now, Mr. Robertson, I have a lot of telephone calls coming into 
my office that I shall probably have to handle in the next few minutes. 

There is some question as to what legislation has priority on the 
floor this afternoon. The parliamentary situation is extremely con- 
fused. It is not certain whether we shall be opening the hearings on 
General MacArthur, whether we shall be discussing home rule for the 
District of Columbia, or whether we shall be discussing the migratory 
labor bill. If we are discussing the migratory labor bill, I shall have 
to be one the floor. If we are not discussing those two bills, I will 
be here. 

Can we say that we will plan to reconvene at 2 o’clock, subject to 
the vagaries of the United States Senate? And I regret to say that 
[ will not be able to be here tomorrow, but we will hold our next hear- 
ings Monday afternoon at 2:30. 

(Whereupon, at 12:15 p. m., a recess was taken until 2 p. m., this 
same day.) 

AFTERNOON SESSION 


Senator DouGcuas. The subcommittee will be in order. 
Mr. Robertson? 


TESTIMONY OF DAVID B. ROBERTSON, PRESIDENT, BROTHER- 
HOOD OF LOCOMOTIVE FIREMEN AND ENGINEMEN, CLEVE- 
LAND, OHIO—Resumed 


Mr. Rosertson. I had just finished page 11, Senator. 

Senator Doveias. May I say that Mr. Stack wants to get back to 
Illinois so after Mr. Robertson finishes, we will ask Mr. Stack to 
testify. 

Mr. Roxsertson. Concluding on page 11, we were discussing the 
matter of maintaining the stability of income, thus contributing 
toward the stability of the fund. 

Starting at page 12: 

But the principle of shifting wage rates upw ard at quarterly inter- 
vals following, not leading, changes in consumers’ price levels has been 
adopted in an overwhelming number of industrial agreements in 
recent years, and has been applied at the suggestion of the White 
House itself to the greater proportion of railroad employees. Indeed, 
the principle has been tendered to and in effect adopted until October 
1953 by these very operating brotherhoods—I can assure this com- 
mittee that it is not the “escalator’’ clause phase of the carriers’ offer 
to us which is holding up settlement of our wage-rules controversy. 
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Indeed, we have announced in sworn testimony before this same Sen- 
ate committee that an escalator clause which would keep our wages 
at least in pace with upward changes in the cost of living is accept- 
able to us for a long-term period ending only October 1, 1953. 

The prine iple of escalation of railroad wage rates to bring them up 
to price rises which have already occurred was recognized by th 
Temporary Emergency Railroad Wage Panel and approved by Eco- 
nomic Stabilization Administrator Johnston only last week. 

What are we then to say to the retired railroad employee who feels 
even more keenly at his reduced income level the impact of rises in 
the cost of things he must buy, particularly foodstuffs? We cannot 
appease him with the answer that he received one modest increase of 
20 percent 3 years ago and must rest content with that. Indeed, th: 
20 percent increase granted to retirement aanuitants alone in 1948 
was then quite inadequate to bring the annuities to anything lik 
their 1937 purchasing power. By 1947 the price index had risen 63 
percent over 1937, and the food component of that index had already 
risen 92 percent. We, and our retired members, too, were acutely 
conscious of those facts in 1948. We had planned to support pro 
posals for increases averaging at least 40 percent at that time. 

The peculiar legislative picture at that time made it advisable that 
then, in the interest of obtaining agreement with the carriers on amend- 
ments to our retirement benefits, we agree with them upon a bill which 
contained only the 20 percent increases. There was then some doubt 
too that the fund would remain on a sound basis if asked to support 
increases substantially exceeding 20 percent. Economic conditions 
which will be dealt with in later statements on our behalf have changed 
the prospects for taxable payrolls well upward from the estimates 
made in 1948. 

The operating brotherhoods therefore feel that to the extent that 
currently prov ided tax rates and taxable maximums will provide funds, 
on a sound basis, to pay increases partially to compensate for this 
long-term upward trend of the cost of living, the Congress should 
enact enabling and empowering legislation. 

[ understand that our counsel expects to advance some further 
reasons why our fixed-income annuitants should receive immediate 
increases in their incomes. These relate to wage and earnings levels, 
and the accelerated movement of the economy generally since 1937. 

But I tell this committee frankly that it is these sharp rises in the 
cost of living which trouble our retired members, and make them 
wonder whecher their years of work and worry were worth while, 
which impel them to demand, and us to echo the demand, that nothing 
should stand in the way of relief as early as possible—surely at this 
session of the Congress. 

I do not propose to enter into a professional field in which I have 
no training by starting a quarrel with any of the actuaries. There is, 
however, one point which I understand enters into the assumptions 
upon which the Retirement Board estimates the cost of our 25 percent 
across-the-board increases upon which I should comment and state 
some facts. We are told that if you increased the benefits of all 
retired employees and employees to be retired by 25 pe reent, the 
increased cost consequent upon that change would exceed 25 percent, 
and this is explained to us by an “assumption” that as benefits are 
increased more and more employees retire when eligible. 
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Now, I hope this committee will understand me when I say that my 
own experience and the experience of the people in my own brother- 
hood and the experience of my fellow chief executives and their 
membership teach us that this is plainly an invalid assumption. My 
statement has nothing to do with actuarial calculations, or indeed with 
any but the simplest of figures, but it is based upon the actual experi- 
ence of railroad workers as we know them. 

Today the maximum retirement annuity is $144 per month. Few 
retiring employees qualify for that maximum since their early credited 
earnings were far below the maximum creditable $3,600 per year. 
Howe ver, few indeed today are the 65-year-old employees of 30 years’ 
service who presently earn below $300 per month. My examples on 
this point will therefore assume maximum creditable earnings, maxi- 
mum taxes, and maximum monthly annuity. 

With our full proposed increase of 25 percent, the $144 maximum 
annuity would rise to $180. We know that at present the average age 
at retirement is about 68 years. It is apparent that the availability of 
presently allowable annuities up to a maximum of $144 does not 
persuade those in good health at age 65 to retire and rest upon those 
annuities. The disparity between available annuities and available 
earnings is too great. 

Under our seniority system it is practically impossible for a com- 
petent, healthy operating employee at age 65 with 30 years of seniority 
to consider retiring at $144, and quite as practically impossible for him 
to consider retiring at $180. Senior operating ‘employees work as 
engineers, or in a few cases hold top earnings jobs as passenger firemen, 
or conductors, again in a few cases at top trainmen jobs i in passenger 
service, and their earnings opportunities range from $550 per month 
upward. For 65-year-old operating employees with 30 years of 
service, $550 per month is a conservative figure. They are at the 
climax of their careers and they are able to hold jobs which are 
literally the ‘‘cream of the crop.” 

I may stop there, Mr. Senator, to comment that there are few of 
them, but there are a few such jobs and the men who have them have 
been in service 35 or 40 years, 30 years at least, and they are generally 
among the older men if their physical condition will warrant their 
holding them. Those jobs exact a great deal by way of physical 
fitness, and men are checked very carefully to see that when they fall 
below a certain standard, they are not permitted to hold the most 
important, high-speed runs. 

Such men neither wish to nor can they afford, if in good health, to 
retire at either $144 or at $180 per month. Our efforts on their 
behalf to protect their rights to continue in service after age 65 in 
numerous cases teach us that there is no validity in any assumption 
that an additional 25-percent annuity, at the level of their potential 
earnings from railroad employment, is any substantial additional 
factor impelling early retirement. 

Discussion of what we have called the “priority order of desir- 
ability’ of our proposed increases in benefits will lead into and contrib- 
ute to discussion of the reasons we left out at this time many features 
offered in S. 1347. I have stated that our membrship feels keenly 
that there should not at this time be any extension of the social 
principle which underlies the formula for computing annuities—that 
first those whose work careers and earnings make the system of retire- 
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ment possible should have necessary uniform relief in the form of 
increased annuities. 

Moreover, we do not understand that the proponents of S. 1347 
disagree with us in principle on the point that the first available mone, 
for increased benefits should go to the employee annuitants them- 
selves, and should give them a , reasonable measure of nec essary relief 
prior to consideration of other otherwise desirable objectives. Wy 
draw this conclusion as to principle, despite the fact that we consider 
the proposed increases to employee annuitants in S. 1347 wholls 
inadequate and unrealistic in the light of the long-term trend of the 
cost of living upon which we had laid emphasis. By our computation 
S. 1347 would increase employee annuities as such but 13.8 percent, 
whereas the operating employees’ proposal in S. 1353 would require 
an across-the-board increase of 25 percent. 

As principal proponent of S. 1347 Mr. Leighty, in his able and 
carefully considered statement, said, as reported on pages 6 and 7 of 
the transcript: 

In the forefront of the problems with which we are confronted is the urgent 
necessity for increasing the amount of the monthly benefit payments both to 
retired employees and to the survivors of deceased employees. 

He then adverted to the very long term rise in living costs which has 
made immediate relief imperative. 

Our difference at that point seems to be only this: That Mr. Leighty 
would give an equal increase to both employee annuitants and to 
survivor annuitants at whatever level the increase be established, 
while the operating employees insist that up to 25 percent as a mini- 
mum the retired railroad employees themselves be given priority of 
increases. This principle was, as I have said, embodied in the 1948 
amendments which permitted increases in employee annuities of 
20 percent while extending no increases to the recently established 
survivor annuities. Those 1948 amendments were supported by all the 
standard railway labor organizations, and agreed to by the carriers. 

The difference gains specific content, however, when we read 8. 1347 
and discover that it nearly halves our proposed 25 percent for retired 
employees themselves, and apparently distributes just about the 
difference in tendering an equal or greater percentage increase to 
survivors, and to spouses of living annuitants. 

May I treat now of a proposed new benefit, provided for in 5. 1347, 
as a part of my discussion of desirable priorities and as a transition 
to other more far-reaching and presently undesirable changes intro- 
duced through 8. 1347. That bill would create a new class of bene- 
ficiary-—the living wife past 65 of the living employee annuitant. She 
would receive half the annuity of the re tired employee up to $50, and 
this would be paid to her with no reduction in the annuity received 
by the retired employee. Thus annuitants whose wives reach age 65 
alive would experience a 50 percent or a $50 increase in spendable 
income, with no increase whatever compensating to single retired 
employees or to retired employees who are widowers, though the latter 
worked as long in the industry at equally high wages on which equal 
taxes were paid, and though the basic employee annuities of the latter 
thus equal those of the fortunate annuitant with a living marital 
companion. 

Our operating brotherhoods unqualifiedly state their views: that 
the social principle should not be so extended as a further discrimina- 
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tion against a large proportion of retired employees unless and until 
their own fixed and meager incomes are raised by not less than our 
proposed 25 percent. We are unwilling that retired employees should 
forego a substantial part of necessary increases in order to supply funds 
to support an extension of the social principle in the form of an annuity 
to the spouse of a living employee annuitant who is equally, but no 
more so, deserving of relief. 

Senator Dovatas. Mr. Robertson, when the Social Security Act was 
revised in 1939, as 1 remember it, it provided benefits to wives of men 
who reach the age of 65, provided they themselves reached the age of 
65. Hasn’t that created a system under which in certain circumstances 
a man with a wife can get more under the social security system than a 
man with a wife, with no spouse’s benefit as obtains under railroad 
retirement? 

Mr. Rosertson. That is true; yes. 

Senator Douauas. Yet the assessment on pay in railroad retirement 

12% percent, 64 percent on each side, but under social security at 
present it is only 3 percent, one and a half on each side, and ultimately 
after some years, will only be 6% percent. So hence this disparity in 
benefits creates a great deal of opposition and pressure among railway 
employees, some of whom say, ‘‘We contribute much more than our 
brothers in industry outside social security, but we receive less because 
we do not have a wife’s benefit. 

Mr. Rosertson. It has created considerable discussion and thought, 
Senator, I agree, but since the enactment of the Railroad Retirement 
Act and also the enactment of the Social Security Act, one has not 
progressed along the lines of the other. In other words, we have more 
or less acted independently. 

Senator Dovatas. I mean, inevitably you will have the same 
division point or in the same shop town men working on the railways 
and men working under social security, and there is an inevitable 
comparison of benefits and burdens. It would seem to me altogether 
inevitable that a considerable number of railway workers, particularly 
those who are married, would complain that they pay a much heavier 
tax but particularly in the low earnings groups receive a smaller 
benefit than their brother outside the railway system. I should think 
that would be a pretty hard comparison to meet. 

Mr. Ropertson. The answer as we see it, Senator, is this: We are 
working in a very hazardous industry, particularly the transportation 
men, and for that matter it is rather a hazardous industry for every- 
body. We provide a disability benefit under the Railroad Retirement 
Act that is not provided in social security. Therefore, it does require 
a higher tax levy to maintain that as against the benefits paid in 
social security. 

In 1946 when we advanced the pensions, discussion then took place— 
and I am coming to that a little later on in my talk—discussion then 
took place while the hearings were on as to whether or not we were 
asking for more by way of benefits for railroad men than they were 
paying already in social security, but there was no discussion then in 
social security to increase the benefits. Of course, we relied on what 
we always rely on, that we were paying all the costs of these benefits 
in this industry, that we had a sort of family affair among ourselves, 
and we debated how we thought we ought to mete out the money in the 
form of benefits, having an industry in which we had a great many 
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injuries from time to time, and we felt we ought to do something to 
relieve them in that direction. We agreed to an increase then in 1946 
and in 1948, too, without regard to what social security was doing, and 
we went a little ahead of them then. Of course the reverse takes plac: 
if we have to follow social security. Then if social security revises 
its benefits downward so that it is not going to cover the employees as 
well as it bad, more or less adversely in some respects, the question is 
shall we follow that pattern? 

Senator Dovetas. I don’t think there would be any great popula: 
demand on the part of the railway workers to do that, but I can see 
that a heavier burden with a smaller ratio of benefits for those with 
wives, whose incomes are not appreciably high, could put a good deal 
of strain upon the acceptance of the system. 

Mr. Rospertson. I agree with that, although we spread some of 
that now. Of course, we recognize the establishment of a social 
security system as to require those receiving higher incomes to con 
tribute toward helping the lower, and that theory does run through 
our railroad retirement from the beginning. We have among ourselves 
from the beginning determined how we want to measure these benefits, 
and please don’t misunderstand me as being opposed to doing every- 
thing we can, not only for the survivors but for the families of railway 
emplovees, if we have the money to do it, but we have reached the 
point in the levying of taxes on railway employees for benefit purposes 
that I doubt very much if we could induce them to increase it beyond 
what it is at present. Our appearance here today is to see what we 
can do with what we have without imposing any further taxes. 

Mr. O’Brien. I might say this, supplementary to Mr. Robertson’s 
remarks, Senator. The retired railroad employee who has a living 
spouse and who observes the neighbor who has retired under social 
security and who has a living spouse, with the spouse’s allowance, 
may find it difficult to remember that during his period of employ- 
ment he was insured against disability, but the fact was he did receive 
that insurance under this system even though disability may not 
have occurred to him. He wouldn’t get that under social security. 

Senator Dovetas. It is always hard to convince them that risks 
against which they are insured but which did not occur were rea! 
benefits. 

Mr. Rosertson. Like the man whose house burns down and the 
man who had his insured and it didn’t burn down. He doesn’t think 
he lost anything. 

To support S. 1353 and tell you our basic general policies in respect 
to increasing benefits to retired employees first, leaving other increases 
to depend upon availability of funds under the tax rates and the tax- 
able maximums now found in the law, is also to oppose the proposal 
in S. 1347 which would levy taxes on both employees and carriers up 
to $400 per month and $4,800 per year. 

Our reasons for opposing the taxation upon an additional $100 
per month are not fanciful, nor are they the product of any irrecon- 
ciliable opposition under all circumstances to increases in either the 
rates or the taxable amounts. We believe that the legitimate neces- 
sities of the retirement system, including the increases in benefits so 
urgently required right now, may be met with the contributions now 
required by law. We have always upheld the principle that the rail- 
way retirement system should be self-supporting, and should it be 
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established that self-support on a sound financial basis requires addi- 
tional contributions from higher taxes we would have to face those 
facts squarely. 

The operating organizations believe that modest relief in the form 
of across-the-board percentage increases are possible, in the light 
of changed economic conditions and particularly because of the in- 
‘eased taxable payrolls, without charge in the tax structure. 

Taxable maximums should not: be increased merely to provide 
money to pay a wholly new form of benefit, the justification for which 
it is not established beyond question. 

But, what new form of benefit is proposed, and is it so inherently 
just by proper criteria that it cries out for inclusion in the retirement 
system? The new form of benefit is the extension of an additional 
one-half annuity, or of $50 per month, to the wife at age 65 of a living 
retired annuitant. It is said, in justification, that this form of benefit 
to a spouse is contained in the social security benefits. We cannot 
subscribe to the theory that what is in social security must automati- 
cally appear in railroad retirement. We fear the corollary—that 
what is not in social security must not appear in railroad retirement. 

Disability benefits, constituting over 36 percent of retirement 
annuities in force under our system, are not provided at all under 
social security. Are we to so model ourselves on that system as to 
deprive railroad workers of the necessary protection for total and 
permanent disability, and more important—particularly to the operat- 
ing employees with their single set of specialized skills developed over 
a working lifetime—for occupational disability? The figures I have 
already given you contain the plain refutation of that idea. 

On the merits, we are not persuaded that an annuitant whose wife 
happens to live past age 65 is there by automatically entitled, in com- 
parison to his fellow retired railroad employee, to an additional benefit. 
Certainly we do not believe this new type of benefit should be written 
into law over the expressed opposition of the operating employees 
who, as I shall show you now, are in the main employees who will 
pay, and whose employment will cause the carriers to pay, additional 
taxes should the maximum taxable amount to be raised 
present $300 per month ceiling. 

The figures available to us indicate quite clearly that on the average, 
even with their recent wage rate increases, the nonoperating e mploye es 

earnings are well below $350 per month. In comparison, prior to 
any increases other than those ordered as interim increases by the 
Department of the Army, operating employees monthly earnings are 
averaging well above $400 per month. 

The averages do not tell the entire story because some operating 
employees earn less than $400 per month, and many nonoperating 
employees earn more than $350 per month, with those in the higher 
pay brackets exceeding $400 per month. 

But by and large we know these average figures, and we conclude 
that as a general proposition the proponents of S. 1347 are asking 
for additional tax money, to come from the pockets of or as a result 

of the work of our men, money which is to be used to engraft upon 
our retirement system new benefits which our men have not 
for and do not want. 

Additionally, the “bent”? formula for annuity computation would 
expend the extra tax money disproportionately against those whose 
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work and earnings made it available. This is so plainly shown in the 
separate statement of Board member Squire on S. 1347 that we adopt 
that part of his statement as our own. 

For these reasons the operating brotherhoods oppose any increas 
at this time in the taxable maximums. 

I have already said that we see no compelling need to paralle| 
social security at all points, and have pointed out that in addition to 
greater retirement benefits for age and service we already enjoy val 
able disability retirement benefits not provided for at all under social 
security. Without going into detail, I would like to express our 
opposition to steps proposed which would, as we understand the 
proponents of S. 1347, largely merge our railroad retirement system 
with the social security system. 

The railroad retirement system was originally conceived as a self- 
supporting system, and it is still generally and rightly regarded as 
self-supporting. As this committee has been informed, though not 
fully funded, the scheme assumes that from the reserve, from interest 
on that reserve, and from currently paid contributions at any time 
in the future the system will be able to meet its obligations to retired 
employees and their survivors. 

Contrast that financial plan with the financial history of Social 
Security. An account of the financing of social security in the Janu- 
ary 1950 issue of the Monthly Labor Review gives this information 
Originally the 1935 act contemplated building a reserve which by 
1980 would reach 47 billions of dollars. The accumulation of this 
huge reserve in a Government program met severe criticism, and strong 
sentiment developed to place social security on a pay-as-you-go basis. 
Thus the 1939 amendments provided that Congress should be advised 
whenever the fund reached a proportion exceeding three times 
expected annual expenditures. This requirement implied that Con- 
gress meant to keep the reserve from exceeding three times the annual 
benefits. Yet our fund of over 2 billion already exceeds by six times 
the annual expenditures of the Railroad Retirement System. 

Under social security the original tax rate of 1 percent was to 
have risen rather rapidly, but by successive statutory changes it 
remained at that rate until the 1950 rate of 1% percent became effec- 
tive. The maximum rate now contemplated by law is 3% percent 
by 1970. 

We are inclined to agree with the observation of the chairman of 
this subcommittee, reported at page 32 of the transcript, that ‘‘there 
is implicit in the Social Security Act an ultimate subsidy at some 
distant future date, whereas your plan is intended to be self-support- 
ing.”’ 

Furthermore, we believe that any merger of the systems, even in 
part and largely affecting employees of less than 10 years of railroad 
service, eats away at the principle of self-support and threatens to 
lead the way to a complete merger of the systems. 

On this entire question of the relationships between Railway Re- 
tirement and Social Security we have not made any extensive study 
The proponents of S. 1347 and staff members of the Retirement Board 
who have been interested in the drafting of that bill have not consulted 
us or, as we understand it, the railroads except on certain detailed 
points. 
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We feel certain neither the Senate nor the House would wish to 
onsider a merger of our system with the Social Security system apart 
from a complete study of the effects of such a merger on both systems. 
Additionally, such a merger presages merger of privately supported 
systems now suppleme ntal to or complete ‘ly additional to Social Secu- 
rity; it involves the possibility of merging with Social Security other 
Gove rmmentally sponsored retirement systems—the general civil serv- 
ice retirement system, the armed services retirement system, the 
several State and municipal retirement systems. 

Such a project may well in the long run prove desirable and feasible, 
We cannot agree that it has been shown to us that it is now desirable 
to merge the railroad system, carefully devised to fit the needs of long 
career railway employees and to operate on a self-supporting basis, 
with the general Social Security System. In this respect we believe 
our system stands in a position comparable to the Federal, State and 
municipal retirement systems: It has its own financial system, to apply 
to its own employee group, a group generally long in service in the 
particular industry and, for the most part, with one particular 
employer. 

For these and many other reasons which we would be glad to discuss 
in greater detail if desired, the operating brotherhoods respectfully 
suggest: (a) That no change be made in the Railroad Retirement Act 
at this time respecting the presently provided system applicable be- 
tween the railroad retirement system and the Social Security System; 
(b) that the Railroad Retirement Act be amended only by changing 
those clauses in the act which govern the amounts of retired employee 
annuities and, if funds be found available, of survivor benefits; and 
(c) that the entire issue of the relationships of the Social Security 
System to other retirement systems, Federal, State, municipal, private, 
and our own railway system, be studied over a period of time by a joint 
House-Senate committee which would have the aid of a professional 
staff, and the consulting advice of representatives of all parties in 
interest. These representatives would include our Retirement Board, 
the carriers, our labor organizations, the Security Administration, the 
Civil Service Commission, representatives of industry and labor having 
private systems, and spokesmen for the several State and municipal 
systems. 

With the understanding that we are not committed to any change in 
the relationships between our own system and Social Security, the 
operating brotherhoods would welcome such a complete and scientific 
study and would cooperate with a joint House-Senate committee in 
such a comprehensive review of the entire problem. 

Our counsel will comment at greater length on the amendments we 
have proposed to the Unemployment Act. For the organizations | 
desire to say only this: That the sections we wish to strike are sections 
which disqualify from benefits under specific circumstances, but that 
they disqualify only employees who operate or work on trains. Under 
the same specific circumstances employees in other classes of service 
would not be disqualified from benefits. This, to us, is a rank dis- 
crimination. We believe that all railroad employees should be quali- 
fied or disqualified for the benefits under the equivalent circumstances. 

Our proposed amendments would accomplish that result. 

I have just about completed this statement. Our brotherhoods 
wish to repeat that they are willing to cooperate to furnish your com- 

















312 RAILROAD RETIREMENT LEGISLATION 





mittee with any available information it believes would be helpful 
Mr. O’Brien, our counsel, will follow me with the permission of t| 
committee, to explain the amendments in S. 1353 in detail and 
add some facts and considerations in support of that bill to the state 
ment I have made. We believe our actuary, Mr. Dorrance Bronso: 
will " able to spell out for you quite effectively that money is avail 
able to pay annuity increases, consistent with a financially sound 
system aaa 1 presently provided tax rates and taxable ceilings. 

May I leave your committee with these final thoughts. The rising 
cost of living has placed our fixed income retired railroad employees 
virtually in the position of semipensioners. They are able to live j just 
about half as well on their annuities as they had every right to expect 
they would be able to live during their working years when they wer 
earning good wages and paying heavy contributions into the system. 

The operating brotherhoods believe these people are entitled to first 
consideration and to immediate relief. S. 1353 is the only bill before 
you which would grant that relief without delay, without taxing 
additional moneys, and without imperiling the financial soundness of 
the system. 

I thank you, Senator Douglas and the committee, for the oppor- 
tunity of appearing before you. 

Senator Douaias. Thank you very much, Mr. Robertson. I think 
we will recess for 5 minutes before Mr. Stack testifies. Then Mr. 
Stack will testify and then I will call Mr. O’Brien. 

Mr. O’Brien. Mr. Chairman, we have decided it would be more 
logical if the committee heard the results of Mr. Bronson’s study prior 
to my statement. 

Senator Douauas. Very well. Iam going to ask that we recess for 
5 minutes. 

(Brief recess. ) 

Senator Doua.ias. The subcommittee will be in order. 

Mr. Stack? 









TESTIMONY OF THOMAS STACK, CHICAGO, ILL., PRESIDENT, 
NATIONAL RAILROAD PENSION FORUM, INC. 


Mr. Strack. Mr. Chairman, I want to thank you for the courtesy 
extended to us. 1 want to say, however, that I am not going back to 
Chicago until the hearings are over in the House, but Mr. Sands and 
some 10 of our members from coast to coast are anxious to leave as 
soon as we conclude our testimony, and it was on their account that | 
asked this privilege. 

Senator Dove.as. Mr. Stack, will you identify yourself for the 
record? 

Mr. Stack. My name is Thomas Stack. I reside at 1104 West 
One Hundred and Fourth Place, Chicago, Ill. 1am president of the 
National Railroad Pension Forum, Inc., a charter organized under the 
laws of the State of Illinois, as a nonprofit educational group comprised 
of union and nonunion employees subject to the Railroad Retirement 
Act. 

Senator Doveias. Mr. Stack, are you employed on any railway? 

Mr. Stack. I have been 38 years, but I am full time with the Pension 
Forum now. 

Senator DouGias. On what railroad were you previously employed? 
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Mr. Strack. The Rock Island for the past 27 years, up to 3 years 


ave 

Senator Dovucias. You are not employed by any other organiza- 
tion besides? 

Mr. Sracx. The National Railroad Pension Forum only. 

Senator Dovaias. That is the only organization? 

Mr. Strack. That is the only organization. 

Senator DovGias. You receive pay from none other? 

Mr. Stack. That is right. 

We are the largest pension group in the country, with membership 
on 312 railroads and affiliated bureaus; 90 percent of our organization 
being members of the various crafts of the Brotherhood. 

I will try to cite the need for congressional action to remedy an act 
known as the Railroad Retirement Act that has become obsolete under 
present economic conditions; it has completely broken oe When 
the act was created in 1936 to become effective January 1, 1937, it was 
strictly a retirement system that was looked upon with ed »y work- 

ers on our railroads as it promised them security in old age. The 
tax rate was only 2% percent on payrolls up to $300 per month. This 
tax rate has now increased to 6 percent, and under the present planning 
will reach 6% of the payrolls up to $300 per month next January. 
This is matched by a similar amount by the carriers, so that there is 
paid for the account of each employee 12 percent monthly by payroll 
deductions to a system from which they will receive little or no benefits. 
Those who reach the age of 65 years, which is the present age of retive- 
ment, will not and cannot afford to retire on the meager pension they 
would receive, which would not suffice to give them subsistence during 
ow declining years when medical care and sufferings attributed to 
ge cause an added burden and strain on their financial conditions. 

Recently the Retirement Board concluded their 1950 annual survey 
and attempted to show with charts and figures that the retirement 
system was still a success—giving the helping hand to a large segment 
of our population. The Retirement Board is a Government agency. 
Many of these agencies are camouflaged under various names. In the 
January issue of Reader’s Digest on page 16 it shows that the Govern- 
ment shells out $1,500,000 per month for this propaganda; $4 million 
are used to print the releases of the propaganda experts, and another 
$3,500 million is used for mailing. This is a total of $9 million a month 
to advance propaganda in which the Government is interested. 

The average annuity or pension received today by the railroad 
employee is $83.38 per month, with less than 1 percent of the em- 
ployees receiving the present maximum of $144 per month. This 
average pension is broken down by the Board and I will cite same for 
the record: 

Average monthly pension, steno-secretaries, $77.89; clerks, $81.87; 
switchboard operators, $63.32; elevator operators, $58.61; patrolmen 
watchmen, $62.56; janitors, $50.75; bridge painters, $56.10; section 
men, $52.16; coach cleaners, $58.20; and stationary firemen, $66.19. 

This is carried on page 106 of the Annual Report of 1950. 

Now let us take a look at the survivor benefits carried under the 
same report. There are 72,700 aged widows who average $29.53 per 
month; there are 13,500 widowed mothers who average $27.41 per 
month; 44,900 children of deceased employees who average $16.93 per 
month; and 1,100 parents of deceased employees who average $16.53 
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per month. Are these figures anything to brag about when we hay 
50-cent buying power on the present dollar? 

In 1933, 1 year after the act went into effect, there were 38,000 e1 
ployes over the age of 65 years who still continued to work; in 1950 \ 
have 88,000 employees—or an increase of over 50,000—who are over 
the retirement age and still cannot afford to retire under present meag 
pensions they would receive, and, if you will refer to page 14 of sa 
report, you will find that 843 annuitants returned to work on the ra 
roads as they could not meet their obligations on the small annuit 
they received. Sometimes we ask ourselves the question, is this a 
act created to force employees to work until they die? In 1949, before 
the cost of living had soared to its present heights, 21,800 employces 
retired and 17,200, or 79 percent of those, were between the ages of 6/ 
and 69 years; 4,400, or 20 percent, were 70 years or over. It is a 
hazard to the riding public at the present time to have men of that 
age operating trains. There is no other industry—aeroplane, taxicab, 
et cetera—that permits the services of aged men in the operation of 
their facilities, but the rail worker has no alternative—he must die 
with his shoes on or starve in this land of plenty. 

You gentlemen are familiar with the increased cost of living, but 
let me cite for the record a report from the United States Bureau ot 
Labor statistics regarding the increase in cost of necessities of life 
between 1937 saa November 15, 1950, released on January 12, 1951: 


Percent 
a 1950 increase 





Food r 105. 3 209. 5 | 99 
Wearing apparel 7 102.8 195.0 | 89 
Fuel, electricity, and refrigeration ‘ =" . 100. 2 143.7 | 43.4 
House furnishings -.. 104.3 202. 3 94 
Miscellaneous : | 101.0 160. 5 58. 9 





Those figures show an increase in living costs of at least 71 percent 
between 1937, —e our act was formulated, and November 15, 1950. 

[ have checked James Van Zandt’s figures that he submitted here 
this morning and it agrees with those figures. 

When analyzing this report you must bear in mind that only 
percent of the widow beneficiaries under the survivor benefits receive 
$40 per month, and 95 percent of this same class receive from $20 
to $39.99 per month. Now, 4 percent of all class I railroad em- 
ployees in 1950 earned less than $2,000; 33 percent earned from 
$2,000 to $2,999; and only 63 percent earned $3,000 or more per 
annum. Forty-one percent of our laboring gangs earn less than 
$2,000 per annum. I am mentioning these figures so that you will 
see that we must give assistance to those in the lower paid group if 
they are to cope with the ever-rising living costs. ‘To show the grave 
situation confronting us, I wish to advise that in 1937 when the 
dollar was worth 100 cents, 52,895 employees made applications for 
pensions; in 1950, with the age limit greatly increased, only 37,577 
applied for pension, although almost 90,000 were eligible for retire- 
ment insofar as age of 65 years was concerned. The recent 1950 
annual report on page 128 shows the mortality rate is higher between 
60 and 69 years of age, 
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If an employee dies on the job, under the amendment to the act 
of 1948 he is insured that his estate or beneficiary shall receive at 
least all he paid into the fund, based on 4 percent of his earnings from 
January 1, 1937, to December 31, 1946, and 7 percent thereafter, 
not to exceed $300 per month. This is not a percentage per annum 
but is applied to the lump sum paid into the account. Now if he 
leaves no eligible next of kin who is entitled to immediate benefits 
this closes the account. It must be remembered that the railroad 
matches the employee’s tax on similar basis and the moneys going 
into the reserve are loaned the Federal Government for current 
expenses and bear 3-percent interest which is added to the already 
overloaded surplus of the account. You will see in this type of 
cases the Retirement Board benefits also from the lump sum equal 
to that of the employees, and even more when you consider the 
interest that is put into the money remaining in the reserve fund 
which carries compound interest per annum; therefore, the Board 
has 100-percent profit on every employee and it is only those who 
are on pension and outlive their equity who receive more than they 
have paid into the fund. 

Now, the Retirement Board always advise that they work on 
actuarial basis to protect the solvency of the fund. When the act 
originated it was based on 3%-billion-dollar payroll, which was the 
maximum payroll in 1937, and it was on this payroll that future 
obligations were figured. Last year the payrolls of the railroads were 
$5,030 million, and with the increase in salaries early in 1951 the pay- 
roll may reach $6 billion in 1951, so not alone has the tax which 
average 3 percent on the employee and 3 pe monet on the railroad 
during the first 10 years of operation doubled at the present time, 
but the payrolls of the railroads have also Jeatied which is prima 
faci evidence that the money or revenue taken in by the Retirement 
Board has also materially increased without additional obligation 
other than the 20-percent increase in pensions given to our employees 
under the Eightieth Congress, which was the first pension adjustment 
ever made under the system. 

Senator Dovetas. Mr. Stack, what about the increased benefits of 
1946, the survivor benefits? 

Mr. Srack. The survivor benefits were added, yes; that is right. 

Senator Dovetas. The broadening of the disability benefits? 

Mr. Strack. That is right, in 1946, but the only increase in pensions 
was the 20 percent. 

The Retirement Board still points out that they took on some 
18,555 pensioners who paid nothing into the fund and gave them a 
pension. The average age of these men when taken over from the 
corporate payrolls was 74 years. There are some 6,900 still living 
with an average age of 86, but death is rapidly taking its toll and 
some 2,000 are dying each year, which satisfies the Retirement Board 
with the obligation they assumed; there is no longer a drain on 
the fund from this source. 

Every time we look for some additional benefits the Retirement 
Board reminds us of the obligation which they claim is so high that 
the fund will not stand additional benefits. They might convince 
themselves—or should 1 say deceive themselves—but very little 
credence is given this feature by the railworker who knows that the 
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Board, as a Government agency, is interested in a bureaucracy at the 
expense of the employee. : 

Senator Douvetas. Yet, Mr. Stack, apparently the administrative 
costs are only about one-eighth of 1 percent of payroll and only 
1% percent of benefits. 

Mr. Sanps. That is cheaper than private insurance. I[ don’t 
think we should complain on that. 

Mr. Srack. The point I wanted to put over here, Senator, is that we 
submit bills to Congress, and the Retirement Board, as a Government 
agency, gives you an actuarial report on those bills and usually they 
turn the ‘bills down. They find some ways or means to turn the bills 
down. We have a bill in now for retirement at 60, and I understand 
that that bill has not got a favorable report from the Retirement 
Board, but the facts are that they go to their rolls and find out al] 
employees that are aged 60 and they compute a very erroneous chart 
to show that the cost would be exorbitant. If there was retirement 
at 60 for our railroad employees, it might only affect a very small 
percentage of the industry, but the men do feel that they are entitled 
to earlier retirement. The Board figures everybody retires at one time, 
and that is how they arrive at their figures. 

Senator DouGtas. You are referring to the so-called Johnson bill, 
5S. 510? 

Mr. Srack. That is right. 

A lot of the obligations used are of the phantom type. To illustrate 
this we have a little over 1,000,600 bona fide workers in the industry 
while there are more than 8,000,000 obligations on the books of the 
Retirement Board, many of those are schoolboys who work during 
vacations for the rails; many seek railroad employment when work 
is slack. 

Some 80,000 Mexicans who worked for the railroads during the 
war years are shown under this obligation. This has a tendency to 
water the stock with no one getting benefits except those making the 
so-called actuarial survey for the Board, who can use those figures to 
defeat the cause of increased benefits. Many of those in this transient 
class will never claim any benefits under the act. 

To further illustrate this point I would refer you to Annual Report 
of the Retirement Board June 30, 1946, page 27. From January 1, 
1937, to June 30, 1946, the Board received notification of the death of 
217,131 individuals, of whom 60 percent or 130,279 had not applied 
for annuity. In addition, 9,717 cases where benefits were due but 
remained unclaimed, or the survivors had dropped the claim on account 
of the “red tape’’ in connection with the collection thereof; never- 
theless the Board keeps those accounts open on their books for 
accounting purposes. Such action serve no purpose other than it is 
always used as a concerte alibi to justify the huge amount of money 
necessary to keep the fund actuarially sound, and it was this process 
coupled with the socializing of the system in the Seventy-ninth Con- 
gress that caused the tax to be increased 64 percent on the employees 
and the railroad supporting the system. 

The railroad employee justly feels that he is either paying too much 
for what he receives, or is not getting sufficient benefits for what he 
pays. This Congress must do one of two things—either increase 
benefits and streamline the act to be useful and operated in the interest 
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of those who pay the freight, or materially reduce the cost more 
appropriately with the small benefits derived from its operation. 

In my capacity I have my hand at all times on the pulse of the rail 
worker. I want to illustrate at this time, Mr. Chairman, that our 
organization is an exclusive pension organization. We do have our 
hand on the pulse of the railroad workers’ pension, and we get com- 
plaints possibly by the hundreds from railroad pensioners as we are 
the only bureau in which they get recognition of their complaints. 

Senator Dovatas. Is your organization a dues-vaying organization? 

Mr. Strack. We charge only a dollar a year dues. We are inter- 
ested more in large membership than we are interested in finance. 

I have spent some 38 years with the industry myself. I receive 
thousands of letters on this subject of retirement from every State 
in the Union and possibly every railroad center of the country. My 
interests are not selfish and I do not recommend an exorbitant in- 
crease for the widows or survivors when I know that the employee 
pays the bill and should receive first consideration. The retired worker 
should be our first consideration, and it is with this thought in mind 
that we have supported the various House and Senate bills as related 
in exhibit A attached. A summary of those bills is as follows: To 
increase present retirement benefits 25 percent, which does not suffice 
to take care of the increased cost of living, nor is it appropriate to 
bring the retired worker par with the benefits applicable under the 
original act, but it is a step forward to get the maximum benefits 
without reflecting on the solvency of the present fund, and without a 
subsidy from any agency of Government. 

Senator Dove.as. I understand, then, that your organization sup- 
ports the 25-percent benefit increase. 

Mr. Strack. That is right. 

Senator Dovetas. To that degree at least you are in agreement with 
the operating brotherhoods. 

Mr. Strack. We have no agreement. 

Senator Dovatas. No; but you agree with the principle? 

Mr. Strack. I am very much in accord with Mr. Robertson’s state- 
ment there, and I think he made a very good outline of the situation. 
The only thing is that he didn’t provide for a lower retirement age. 
Otherwise we would be 100 percent behind him. 

We also ask retirement at the age of 60 years with 30 years of serv- 
ice, Which will eliminate the present discrimination between class em- 
ployees on the rails, as under the 1946 amendments to the Retirement 
Act female employees can retire at 60 years with 30 years of service 
at full pension, while the male employee must work until he is 65 years 
of age, which is equivalent to one-third deduction were he to retire at 
the age of 60 years. He loses exactly one one-eightieth for each 
month they are under 65 years. If they retire at the age of 60 they 
naturally would lose a complete third, and there are a lot of com- 
plaints on that feature. 

I might further bring to the attention of this august body that 2 
years ago the State of Maryland granted full retirement to its civil- 
service employees at 60 years. Also, Senator Bridges, as arbitrator 
between the miners and operators, gave the miners the privilege of 
retiring at 60 years, and our railroad employees feel that they have 
been discriminated against regarding this feature. 
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Senator DouGuas. So you want both a 25-percent increase in retire- 
ment and | assume disability benefits, too. 

Mr. Srack. Yes. 

Senator Dove.as. Plus retirement at the age of 60 rather than 65 

Mr. Stack. That is right, for those who want to retire, which is 
only a small portion. 

Senator Dovatas. Without diminution of benefits. 

Mr. Strack. That is right. We want to eliminate that discrimina- 
tion that at present exists. 

Exhibit A shows some bills sponsored to help those in the lower-paid 
brackets and to have pensions based on 50 percent of the five highest 
average years, earnings not to exceed $300 per month, which is the 
maximum amount on which we pay tax. ‘This is only a minimum 
pension plan, as the present method used in figuring prior compensa- 
tion is using the basis 1924—31 to determine the service credits prior 
to 1937. I might say that the salaries at this period were very low, 
which included the de ‘pression period when some railroad employees 
were working only a few days a week so that others in the employ 
could get in some extra work to keep food on their tables. 

This system of pension is nothing new, that is, the 50-percent basis, 
50 percent of the average of the five highest years. This method is 
at present used by the Federal and civil-service pensions and provides 
a more equitable pension for those especially in the lower-paid brackets 

Senator Dovatas. This is another feature that you want. 

Mr. Srack. That is another feature. ‘That is to bring up the low- 
bracket men. There are trackmen there who would have possibly 
in 5 years an average salary of $200 a month, and that would bring 
him up to man $100 a month pension. It will not reflect on those in 
the higher brackets. I understand my pension will be about $123, 
and I have worked 38 years for the railroad. Iam noton pension. | 
don’t get it until | quit this forum here. 

Senator Dovuctas. I understand. 

Mr. Srack. This bill is not before your Senate committee, the 35- 
vear bill, regardless of age. This bill is not for the purpose of gaining 
some concession for the rail worker, but is necessary in view of the 
many employees who have lost their jobs under the streamlining of 
railroads and are unable to find employment at their age. I recently 
had a case from Oelwein, Lowa, where a man worked 42 years as water 
tender attendant; his job was abolished; he was 59 years old, too old 
to work and find other employment, yet too young to get a pension 
under the present retirement act. This man had to take out a $2,800 
mortgage on his home so that he and his family could subsist until 
his pension was confirmed when he reached the age of 65 years. | 
have checked our files in Chicago and I find we have 842 cases of men 
between 55 and 65 who have been let out of work. In fact, you can’t 
find employment when you get up in years. One man in particular, 
a general agent for the Texas Electric Line, which line was abandoned 
some 3 years ago, is a highly qualified man, who was getting some $700 
a month, and that man has been unable to get employment to this 
day. It is to take care of cases such as that, and I believe they are 
in the same category as disabled employees. 

There are many similar cases today with eastern roads where many 
find themselves engulfed in a similar situation. This man in my 
opinion should come under the category of a disabled railroad employee 
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who as such could get his disability pension where he disabled on the 
iob, regardless of age. 

I do not want to “confuse you gentlemen by bringing into this testi- 
mony the various injustices of our Retirement Act, but I have tried 
to give you a concise picture of the present urgent needs of amending 
this act and to remove from it the obsolete shroud which at present 
exists. Our railroad employees are looking forward to you to give 
them justice. Our retired workers are praying that God will e nliahie n 
you so that you can apprec iate their present distress. Many of those 
poor souls are actually hungry in this great land of plenty. The 
Good Book tells us if we have not charity it matters little. Our 
destiny today is placed in your hands. 

[ thank you. 

Gentlemen, there is an exhibit attached to this that gives an 
explanation of the bills that we are supporting. 

(The exhibit referred to follows:) 


Exurpir A 


In connection with testimony of Thomas Stack at public hearing before the 
Senate Labor and Public Welfare Committee on pending railroad retirement 
legislation: 

S. 399 by Hon. William Langer provides 25 percent increase in pensions and 


survivor benefits—something that should be passed in this session of Congress. 
S. 510 by Hon. Edwin C. Johnson, which provides retirement for railroad 
employees with 30 years of service at age of 60 vears. This bill if enacted will 


eliminate the present discrimination existing between classes of employees and 
permits all to retire at the age of 60 years 

S. 1125 by Hon. Guy Gillette provides in substance that pensions and annuities 
be based on 50 percent of the average earnings of employees, not to exceed $300 
per month, for those who have 30 vears of service and have attained the age of 60 
years. This bill, if enacted, will help those in the lower paid brackets to get a 
more equitable pension, A similar condition exists at present under Federal and 
civil-service pensions. 

S. by Hon. Bourke B. Hickenlooper provides retirement for railroad 
employees who have 35 years of service regardless of age. This bill is necessary 
to protect those employees who havé many years of service and have lost their 
jobs under the streamling of our railroad system, 

Senator Doveras. Do | understand that what you want is not 
merely one of these bills, but all of these bills? 

Mr. Stack. Yes, we would like to see all of those bills passed. 

Senator DouGtas. That is, as I read this summary, each bill refers 
to one feature that you recommend. 

Mr. Stack. That is right. 

Senator Dovetas. But what you want is the summation of these 
features. 

Mr. Strack. That is right. 

Py nator Doveias. What you really want is S. 399 plus S. 510 plus 

. 1125 plus a bill to be introduced by Senator Hicklenlooper. 

a. Srack. It is coming up in the House discussion. 

Senator Doveias. Isee. There is no one single bill which embodies 
all of this. 

Mr. Strack. There is no one single bill. Of course, our first con- 
sideration should be to increase the pensions, if possible, 25 percent, if 
the fund will stand that. 

Senator Douaias. I was going to ask whether you had the same 
order of priority. 
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Mr. Strack. We can’t get blood out of a turnip, Senator. That js 
the first consideration. 

Senator Douauas. The first thing you want is a 25 percent increase, 

Mr. Strack. Yes. 

Senator Dovueuas. After that, a reduction in the retirement age 
from 65 to 60? 

Mr. Strack. That is right. 

Senator Doue.ias. Then after that, what? 

Mr. Strack. After that then we would like to have 50 percent of the 
five highest years. 

Senator DouGias. Then after that retirement for those who have 
35 vears of service, regardless of age? 

Mr. Stack. That is right. 

Senator Doua.as. So if a man entered at age 20 he would then be 
privileged to retire at the age of 55. 

Mr. Strack. That is right. 

Senator Doueias. Thank you very much. 

Mr. Strack. Mr. Chairman, | suppose you would want our obser- 
vation on the two bills you have under discussion. 

Senator Douc.ias. We would be very glad to have you file that for 
the record, if you would. 

Mr. Strack. Our observation in connection with S. 1347, in the 
first place, employees feel they are now paying too much for the 
benefits that they receive. Yet this bill will increase the tax some 
33% percent for those earning $400 per month or over. It means 
that the maximum tax paid by the employee would be increased from 
$18 per month to $25 per month. If you notice, the tax rate has gone 
up to 6, and if they base it on $400 a month, it would increase the 
tax from $18 to $25. I can’t understand, as Mr. Johnson specified, 
that the nonoperating brotherhoods should sponsor a bill of that 
type, in view of the fact that most of their employees are in that 
$300 bracket. It looks like they are trying to throw the load on some- 
body else. This tax is met by a similar amount by the employer 
carrier, Which makes an aggregate of a substantial figure. This bill 
only provides an increase of pensions of 15 percent, which is trivial 
in view of the fact that this is where most benefits are needed. This 
bill has a socialistic trend in as much as it provides that the living 
spouse should receive 50 percent of her husband’s annuity. If the 
fund can stand a 50 percent strain, then it is only reasonable to assume 
that it can stand a 25 percent increase across the board on pensions. 

There is much dissatisfaction with this feature, since a large number 
of railroad employees under present operations maintain two homes, 
cannot settle down, have no families, and also a large number of female 
help who are single, and this segment of our industry would on this 
bill be forced to contribute for benefits they would never hope to enjoy. 
[t well may be the start of a day when labor will demand that wives 
be carried on the payroll of our industry on the basis of 50 percent of 
their husband’s earnings without contributing service. The over-all 
picture of this bill would have a tendency to extend the benefits to 
greater coverage rather than give relief to the worker. I doubt very 
much whether one would get a taste of the apple or even the apple- 
sauce under that plan. The man who pays the bill should be the first 
consideration. The vital needs of increasing pensions to meet today’s 
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economic conditions is the most vital question and not the additional 
politic ‘al frills added zs the act. 

Under this bill S. 1347 a man working for a railroad 9 years and 
making $300 a month would be entitled if he was 65 years old to a 

¢43.20 a month pension. Under the social security bill, if that man 
should work one year and a half after January 1, 1951, he would be 
entitled to the sum of $80, and if he had a wife who was also over 65 
she would be entitled to half of that, or $120. 

[ have been trying to clear up whether a man of this type would 

his railroad pension in addition to his social security or how he 
would come out under such a deal. Would he lose entirely on his 
railroad retirement, would he just get social security for, say, 11% 
years? If he did, then he is paying six times more. Or four times 
more at the present time. 

Senator Dovetas. May I ask this question: Suppose that had ref- 
erence to both the benefits under social security and railroad retire- 
ment, does ~ get both? 

Mr. Stack. Yes 

Mr. Sante Under the present law. That wouldn’t be true under 
the proposed bill, S. 1347, the RLEA bill. 

Mr. Strack. S. 1353 has one very good feature, inasmuch as it 
proposes a 25-percent increase in pensions. But there, too, a vital 
issue has been overlooked, and that is earlier retirement. When 
machinery is in operation for 35 years, it is ready for the scrap pile. 
We have a bill before Congress to help this condition and permit 
retirement after 35 years of service regardless of age. We have also 
another bill for retirement at 60, at increased pensions on the two 
most important features confronting your committee. I hope your 
judgment can give us a solution. 

Mr. Chairman, at this stage I would like to introduce the testimony 
of Harry H. Warner and submit it for the record. He is our regional 
vice president in the Southeast, from Savannah, Ga., who will not 
testify, but who has filed a brief with Mr. Badger. 

Also, I have a statement here from Mr. George W. Witt, from 
Cincinnati, Ohio, who is on our advisory board, who has also re- 
quested that his brief be presented for the record. 

I would ask that they be read at this time into the record. 

Senator Dovatas. That may be done. 

(The statements referred to follow:) 


STATEMENT OF Harry H. WARNER, NATIONAL PENSION Forum, INC. 


Mr. Chairman and gentlemen of the committee, my name is Harry H. Warner. 
I live at Warnerwood, Route 3, Savannah, Ga.; I am a retired railroad chief clerk, 
and also the regional vice president in the Southeast for the National Pension 
Forum, Ine. I wish to especially plead here today for the men and women now 
on pension, employees of retirement age not yet pensioned, and those nearing 
retirement age. These are now in need of help because of defects in the retirement 
plan which is far from satisfactory and which compares poorly with other systems. 

Most of these people are at a loss when it comes to letter writing; they do not 
know to whom they should write nor what they should say, but they speak to 
me personally and call me on the telephone because I previously testified on this 
subject when they recall receiving a small increase of 20 percent. In contrast to 
this the expenses of operating the board has increased 400 percent since 1939, 
Apparently the board has taken good care of its own members and employees 
= hile turning a deaf ear to the actual hardships of the very people who pay the 
vill. 
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The major complaints are two: The discrimination between men and women 
and the impossibility of existing on the small benefits allowed. As you k: 
women receive full benefits when retiring at age 60, but men receive only | 
thirds. Obviously, this is unfair, since they both pay the same tax, but th 
not all. The vast majority of women have no dependents while just the r 
is true of the men—they almost always have a wife to support. This you 
makes this provision doubly unfair and inexcusable. 

As to the hardship on both men and women who are trying to exist on the s: 
benefits now payable, I can testify from personal experience. My wife a 
could not possibly get by were it not for the fact that we own a small place i: 
country where we can produce vegetables and poultry. I have a service r 
of 32 years, and at the time I retired my tax deduction was $18 a month, yet 
retirement benefit is only $72.28. I have a friend who in his old age work« 
vears only under social security and paid a dollar a month tax, but he now rec 
$47 a month. 

On my previous trip to Washington I talked to an old pullman conductor \ 
was so feeble he could searcely shuffle through the car. He told me he w 
gladly retire and putter around in his little workshop in the basement of his ho 
but with the present retirement benefit, he would have to work indefinitely. 
is a typical case of many. If these people were asking a Government grant 
would not come here. 

There is no need to repeat the technical information so ably presented 
Mr. Stack, president of the forum, and by other witnesses. Many bills on 
subject have been submitted. Some of them so inadequate as to deserv 
consideration at your hands; some others may be too liberal. Those bills endors 
by the forum have been carefully studied over a long period and in consultat 
with the men in the ranks. They will be a tremendous help to those who ne: 
help and they are reasonable bills and should be passed. 

I thank you. 


STATEMENT OF GEORGE W. Witt at HEARING ON RAILROAD RETIREMENT BILLS 


My name is George W. Witt. I reside at 1626 Crittenden Avenue, Sout 
Hills, Covington, Ky. I am employed as a timekeeper for the Cincinnati Uni 
Terminal Co., Cincinnati, Ohio. Iam 44 years of age and am now in my twent 
ninth year as a railroad worker. 

Under the current railroad retirement system, I feel, the cost is too high, th 
administrative cost of the law is wasteful, the benefits are inadequate, it is dis 
criminatory and is forced upon every railroad worker in America by a socialist 
compulsory law. 

In comparing the benefits derived under the present Railroad Retirement A 
as against those derived under social securtiy, they are odious. Under railroad 
retirement the employee is now taxed 6 percent of his earnings up to $300, pe1 
month and like sum is paid by the railroads into the retirement fund, a total o 
12 percent, as against 1% percent paid by employees under social security and a 
like sum by the employer, a total of 3 percent therefore, the railroad employee is 
paving four times as much for his pension as he would have to pay under socia 
security and yet, the benefits received under social security, in many instances 
are as good or better than those received under railroad retirement. Certainly 
the railroad worker is not receiving four times greater the benefits that he could 
receive under social security. 

The question naturally arises, why was it necessary in 1947 to increase the tax 
from 3% to 5%4 percent? In 1937 when the Railroad Retirement Act became 
effective, the Retirement Board borrowed 500 million dollars to administer the 
law until the funds collected were adequate to carry the burden. Approximately 
49,000 then retired rail workers were taken over by railroad retirement. They 
did not contribute 1 cent to the fund. During the ensuing 10 years, the 500 mil 
lion borrowed was repaid and a surplus of over 800 million accumulated under the 
lower tax. 

I feel there are many wasteful administrative expenses incurred which are not 
at all necessary. For many years, we at the Cincinnati Union Terminal wit 
nessed the visits by a Railroad Retirement Board employee making frequent calls 
on the property “‘just trying to find some railroad employee who was not working 
and who was entitled to a pension.”’ In another instance, a friend of mine whos« 
mother was widowed by a railroad pensioner made inquiries about bringing his 
mother to Cincinnati from Paris, Ky., so that her papers could be properly exe- 
cuted by the Cincinnati office of the Retirement Board. This was not permissible 
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ithe Board sent a representative from the Louisville, Ky., office, a distance of 
me 125 miles, plus expenses and time consumed 
Since the average railroad pension is around $85 per month, this is, as you can 
see, inadequate. It is an injustice to continue the basic years of 1924-31 in com- 
iting annuities. Very few employees during this period earned $300 per month, 
sequently, for the thousands who are now averaging that much and more per 
nonth, none of them can ever hope to receive the maximum pension. 

Widow’s benefits with minor children does not compare with social security 
but the railroad worker is paying four times as much for this protection. 

The railroad employee’s retirement tax has practically doubled during the past 
vears but his benefits have been increased by only 20 percent. The annuity 
jollar of today will only buy about half as much as it would buy during the basic 
vears of 1924-31. 

The Retirement Act is discriminatory since it permits women to retire at the 
age of 60 and men at the age of 65, and vet, the life expectancy of women is 
3 vears greater than that of a man. It is discriminatory too I believe when both 
railroad retirement and social security protection is involved. 

» Several railroad employees have approached me regarding compulsory contri- 


ant 
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bution to railroad retirement. After hearing their argument, I am inclined to 
agree with them. Why force upon a railroad employee or any other employee a 
compulsory retirement tax when he had made arrangements for an old-age annuity 
through an insurance policy before the Railroad Retirement Act was ever thought 
of. It was impossible for many of them to continue the insurance since railroad 
retirement was compulsory. My theory is that no one should be forced to buy 
railroad retirement any more than if his corner druggist or grocer forced him to 
buy something he had no need for. I do not advocate that the law should be 


repealed but certainly it should be made to appeal to the average rail worker 
who would be permitted to sign up on a voluntary basis. 

It does not force one to stretch his imagination to realize that something is 
radically wrong with the present railroad retirement, when certain railroad labor 
leaders use dictatorial powers to suspend its union members for trying to correct 
certain injustices in the law, and then not permit them to argue the facts on the 
floor of the local lodges and before its members. Since 1947 a one-sided propa- 
ganda campaign has been launched by these so-called free American railroad 
labor unions which has silenced many of its members by suspending them. If 
the Railroad Retirement Act cannot stand up and weather a storm of discussion, 
then something is wrong and should be investigated. In 1947 when the Crosser 
Act became effective, I was told by a railroad brotherhood grand lodge officer 
that their hope was to eventually increase the employees’ tax to 10 percent. 

Now with a 244-billion-dollar surplus in the retirement fund, it is hoped that the 
Members of Congress will see fit to delve into the matter with a fine-toothed 
comb and help the railroad worker get a fair and equitable pension system. If 
the present surplus will not permit, as some would have you believe, an increase 
in benefits any greater than those proposed thus far, then the railroad worker 
should be included under social security and the present railroad retirement sys- 
tem junked. I feel that I am not only paying for my own retirement but my 
taxes are being used to carry some other systems if some adjustment cannot be 
made in railroad retirement. 

Senator Douaias. Mr. Stack, may I ask you: How many dues- 

dé ae , Ss a . er * al ees 
paying members does the National Railroad Pension Forum have? 

Mr. Strack. Mr. Chairman, that is a very long story. When I 
came to Washington to fight the Crosser amendments in 1947, I 
came there fortified with petitions with the names of 486,000 railroad 
employees on those petitions. Our membership today is only a 
dollar a year, and we have an awful time keeping track of the mem- 
bership. Last year we had 77,000, with some 15,000 delinquent 
members. We have to depend upon the good will of our friends, 
and we have leaders in practically every railroad center of the country. 

Senator Doveias. What you say is that you have 77,000 members 
currently paying dues, with 15,000 delinquent at the moment? 

Mr. Srack. At the moment. 
Senator Douveias. Thank you very much. 
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Mr. Srackx. Mr. Byrnes is here from Baltimore. Could you tak; 
him? He is our regional vice president. He will only take about 
10 minutes. 

Senator Dove.as. Very well. 


STATEMENT OF ROBERT B. BYRNES, BALTIMORE, MD., EASTERN 
REGIONAL VICE PRESIDENT, NATIONAL RAILROAD PENSION 
FORUM, INC. 


Mr. Byrnes. Mr. Chairman and gentlemen of the committee; n 
name is Robert B. Byrnes, and I live at 3 West Franklin Str 
zone 1, Baltimore, Md. For the past 32 vears I have been employ ed 
as an assistant engineer by the Baltimore & Ohio Railroad Co 
their general office building in Baltimore and along the line of road 

As eastern regional vice president of the National Railroad Pensi 
Forum, Inc., serving in my spare time, without pay of any kind, for 
the past 4 years, I have had plenty of opportunity to hear the views 
of railroad men and women concerning their feelings about the ra 
road retirement law as it now exists. Almost universally, they ai 
dissatisfied. They are convinced that they are being overcharged for 
too small a return, since the so-called Crosser amendments to thi 
1937 railroad retirement law were proclaimed by the railroad brothe: 
hood leaders as being a triumph for organized labor. When these 
passed in 1946, many railroad workers accepted the statement that 
they now had a perfect pension law. Many were inclined to rest 
content until they should reach retirement age and then take advan- 
tage of the wonderful benefits they would be entitled to. 

But a great many other workers were quick to see that there were 
many discriminatory and unjust provisions in the amended law, and 
these set about to have the objectionable measures changed. At 
first they attempted to obtain relief through their union. But the 
railroad brotherhood leaders would not permit even discussion of th 
law and they suspended many long-time members from the union for 
continuing their efforts to bring the unfair elements in the law to the 
attention of Congress. The increasing opposition to the law com- 
pelled the formation of an agency now known as the National Rail- 
road Pension Forum, wherein railroad men and women could discuss, 
freely, the provisions of what was actually a national law, and not 
merely a union regulation or bylaw. It is possible that the rail 
brotherhood chiefs are too far removed from the rank-and-file railroad 
worker to understand his problems, or to know his wants and needs. 
The National Railroad Pension Forum, on the other hand, is the 
actual voice of the man on the track and in the train and we can 
speak and understand his language. 

The men and women who work on the railroads today want to 
feel sure that they will receive enough income to provide the modest 
needs of elderly people. Railroaders are conservative citizens, for 
the most part, compelled to work on a timetable, which helps to 
develop their dependability. They like to think that when they 
reach the terminal point of work on the railroad that they will have 
sarned the right to an income sufficient to let them live decently 
without being deprived of the actual necessities of life. Around us 
today we see many cases of railroaders, now in retirement after many 
years of hard work on the railroad, whose income is so paltry that 
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thev have either to work at other jobs, or are forced to accept charity 
in order to stay alive. 

The principal reason for the small pensions being received by 
veteran railroaders with long service is the perpetuation of the unreal 
basic vears of 1924-31. That was a very low income period for rail- 
road workers, the average monthly wage being a little over $100, as 
compared with about $250 a month today. Since that low base 
period will enter into the calculation of the annuity given to every 
railroader who will retire within the next 15 years, its continuation 
for use as a base will work a hardship on a great many persons. I 
propose that as a substitute the five consecutive years during which 
an employee earned his highest wages or salary be used instead. 
Considering the terrific high rate being contributed by rail workers 
and railroad companies there should always be money enough to 
provide for the increased annuities. 

Senator Douetas. Mr. Stack, is that the official proposal of your 
organization? Did your organization favor taking five consecutive 
years? 

' Mr. Strack. That is right. That is what is in the bill. 

Mr. Byrnes. That is similar to what is in S. 1125, Senator. 

Concerning that high rate it, too, is a source of great dissatisfac- 
tion, especially to younger employees who feel, acutely, the deduction 
of $18 a month from their pay check. It is a severe pinch to a young 
couple trying to buy a home, raise and educate little ones, and keep 
up a social position in their community. When it is considered that 
the Railroad Retirement Board has had the funds to meet all of its 
claims during the past 14 vears and has accumulated a reserve of 
nearly $3 billion, this reserve being far greater, in fact, than the dis- 
bursements, it would seem that the rate is too high. A sliding scale 
of collection might be adopted that would allow the rate to be reduced 
to 3 percent on earnings up to $300 a month until the reserve fund 
were brought to a more normal figure. <A similar sliding-scale plan 
was adopted for the railroad unemployment insurance law in 1948 
which appears to have worked successfully ever since. Further, rail- 
road men have concern for the future security of their wives. They 
want the railroad retirement law to provide real protection for them 
when they become widows. 

Senator Dove.ias. Do I understand, then, that you want the rate 
of taxation reduced? 

Mr. Byrnes. Yes, Senator. 

Senator Douc.ias. And the benefits increased? 

Mr. Byrnes. It seems to the railroad worker in the field that if 
there is a $3 billion reserve in cash some place, and it only costs half 
that much to conduct the pension system through 14 years, the rate 
should be cut in half. That is the suggestion of a great many rail- 
road men. 

Senator Dovetas. I th’nk as of last year they gave a balance of 
$2,149,000,000. It is expected to rise to 2% billion dollars by the end 
of this vear. 

Go ahead, please. 

Mr. Byrnes. The present low annuity for widows is far too little 
to keep her alive. Even, if she is without other means, the present 
restrictions in the law do not allow her to go to work in order to earn 
enough to live on without sacrificing the small annuity that the law 
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permits her. Even that small annuity does not come to her until 
after her sixty-fifth birthday. Railroad men would like to see the 
law amended so as to give the widow her pension at age 60 and to 
have the amount of her annuity increased until it equals about two- 
thirds of what her husband would receive were he alive and retired. 

Gentlemen of this committee, more than a million and a half rail- 
road workers, their families and their friends, all over this Nation are 
looking to your actions today in the hope that vou will bring them the 
relief they have sought for the past 4 years. Ease their burden now, 
and you may be sure they will not forget your goodness to them in 
the vears ahead. 

I thank you for your kindness. 

Senator Dovucias. Thank you. 

Mr. Strack. Mr. Chairman, Mr. Sands will only take about 5 
minutes. He just wants to explain this. 

Senator DouGias. Very well. 


TESTIMONY OF WALT SANDS, RESEARCH DIRECTOR, NATIONAL 
RAILROAD PENSION FORUM, INC., CHICAGO, ILL. 


Mr. Sanps. Or maybe it will be 7 or 8 minutes. I will try to be 
brief and to the point. 

Mr. Chairman and gentlemen of the committee, my name is Walt 
Sands. I reside at 1429 East Marquette Road, Chicago, Ill. I am 
research and public relations director of the National Railroad Pension 
Forum, Inc., a nonprofit organization chartered under the laws of the 
State of Illinois. I am also editor of Rail Pension News, published 
by the forum. 

| have worked over 30 years for the railroads. For the past 2: 
years I have been employed as a freight inspector with the eastern 
weighing and inspection bureau in Chicago. My duties—at various 
railroads keep me in steady contact with white-collar workers, 
freight handlers, vardmen, switchmen, engineers, conductors, shop 
mechanics, and others. ‘The vast majority of us would like to know 
why we must pay four times more than social security. 

Kor the benefit of the Brotherhood leaders, the Rail Labor Execu- 
tives Association, and especially the brotherhood weekly newspaper 
Labor, none of my activities have ever been influenced one iota by 
railroad management. My testimony is based upon the premise that 
social security actually pays more than railroad retirement. 

I now ask each of you gentlemen to carefully note and seriously 
consider the glaring discrepancy between social security and railroad 
retirement tax payments and benefits, as it appeared in the Congres- 
sional Record yesterday, May 1, pages 2510—A to 2513—A, inclusive. 
The following exhibits contain valuable suggestions helpful to this 
committee, which I shall now briefly explain. 
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ExuisBit A 


Soctal security versus railroad-retirement tax payments—-a comparison 


Railroad ret 
ment tax rate 
$300 maxir 
earnings pe Rail workers 
month or $3, 
per year, and 
total cost 


Social security tax 
rate on $250 max- 
imum earnings 
per month or 
$3,000 per year, 


and total cost 


Dollars Percent 


more more 


Percent Amount Percent Amount 


1937 ‘ $99 
1938 * - , 99 
1939 4 ] ) 99 
1940 ; 108 
1941. - = $ 108 
1942 = ’ 3 108 
1943 ‘ ‘ . ‘ é } 117 
1944 - 30 | 117 
1945 : ‘ . é 31 117 
1946 - aonee ‘ 3! 126 
1947 a : 53 207 
1948 _- s 5 207 
on : 216 
1950 a - a 2 45 ) 21¢ 


SEE Gancadanend anol 435 944 


nt tax rate on $300 maximum per month or $3,600 yer year 


162 
171 
171 
153 
153 
153 | 


4 
4 
4 
2 


SIN 


20 years ?_. | , 7 , 491 | 


34 years 8 ae ' 2 6, 435 


1 Compared with social security, rail workers paid from 1937 through 1950, 49 times more 
2 Compared with social security, rail workers paid from 1951 through 1970, 224 times more. 
3 Compared with social security, rail workers paid from 1937 through 1970, 3 times more, 


Note.—Tax rates and maximum earnings used in this exhibit were taken from subchapter A (social secu- 


rity, sec. 1400); and subchapter B (railroad retirement, sec. 1500); of ch. 9 of the Internal Revenue Code, as 
amended, from 1937 through 1950 

Source: Exhibit prepared by Walt Sands, research director, National Railroad Pension Forum, Ine., 
Chicago 43, Il. 





Social-security versus ratlroad retirement benefits 


RAILROAD 


RETIREMENT 


Exuipsit B 


Social 
security, 
maximum 
possible 


Railroad 
retirement, 
maximum 
possible 


$1, 440 


LEGISLATION 


a comparison 


Rail workers received 


Dollars 
more 


Times 
more 


$1, 440 


Percent 
more 


( 1, 440 
$1, 020 1, 440 
1, 020 1,440 
020 1, 440 
020 1, 440 
020 1, 440 
020 1,440 4: 
020 1, 440 4° 
Lp 4: 
l, 4 
l, 
l, 
l, 


1, 440 
420 
420) 
420 
420 
420 

1) 
) 

020 440 ) 

020 440 

020 21, 584 

020 

280 


20 
564 


TOR 


l 
1 
l, 
l, 
Re 
l, 
1 
l 
l 
2 | 


12, 500 1), 


Dollars 
less 


Percent 
less 


a” 
1 


—Is3-3-3 -3-3-1- 
NNN Nw PS 


to to 


Dollars 
more 


Times 


more 


1 $216 
1 216 
1. 1: 216 
1 216 


4 vears * 864 


34 years’ 8, 092 


| No benefits until 1939 

20 percent increase, July 1, 1948—hefore, $720; after, $864; total $1,584. 

76% percent increase, Sept.'1, 1950—before, $680; after, $600; total $1,280 

4 Compared with social security, rail workers received from 1937 through 1950, 24 more. 
Compared with social security, rail workers received from 1951 through 1966, 4 percent less. 

6 Compared with social security, rail workers received from 1937 through 1970, 4 more. 

? Compared with social security, rail workers received from 1947 through 1970, 46 more. 


s exhibit were taken from the Social Security Act and the Railroad 
1937 through 1950, 


nds, research director, National Railroad Pension Forum, Inc., 


Note. Maximum benefits used in th 
Retirement Act—both, as amended, fr 

Source: Exhibit prepared by Walt 
Chicago 43, Ill. 
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Exurrir C 


Social-security versus railroad-retirement monthly benefits—a comparison 


Social secu- Railroad re- 
rity, 1951 tirement, 1951 


Maximum retirement benefits possible 
See 5 $144. 00 
Wives ) 34. 2! 0 


Husband and wife 
Dependent child 


Total 
Maximum 


\ verage retirement benefits 
For old age 
Wives 


Husband and wife 
Dependent child 


Total 
Maximum survivor benefits possibk 
Aged widows 


Widows with children 
Children 


lotal 
Maximum 
Parents 
Average survivor bene 
Aged widows 
Widows with childre 
Children 
Parents 
Maximum lump-sum 
Credit for military servi 
Disability insurance bene 
Amount a beneficiary may earn i 
out loss of benefits 
Old-age retirement benefit 


irvivor benefits 


lo a widower 
lo the widow, and every 
dividual 
Retirement wage credits after 
Maximum monthly ret 


5 percent of the prin 
‘cupational and total 
Effective Sept. 1, 1950 


4 Wages count toward benefits regard] 


$80 (after Jan. 1, 1951, and not bef 


Note.— Benefits used in this exhil 
February 1951), and the Railroad Re 

Source: Exhibit prepared by Walt 
Chicago 43, Ill. 
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Exurpirt D 


Dependents’ benefits are more important than retirement benefits. So long 
as a man is still alive, he may be able to continue working and support his family, 
or if he has been successful he may have been able to accumulate something to 
help him out when he retires. Dependents’ benefits are primarily intended to 
take care of cases where the breadwinner dies relatively young and there must 
be some provision to take care of his wife and children. 


Social security versus ratlroad retirement monthly survivor benefits, a comparison 


Social Social Railroad 


security security retirement, 
1950 1951 1951 


Maximum survivor benefits possible: 
Aged widows $34. 2 $51.3 $40. 97 


Widow with children 51.3 10. 97 
Children . +g 


Widow and | child 


Widow 
And 2 children 


otal 137. 01 


37. 5O 
7.50 
Widow and 3 or more children, or 4 or more children 7 Ba 
37. 50 


otal (prorated equally 5. 00 150. 00 
Maximum 5. 00 150. 00 
Parents 22. 80 151.38 


75 percent of the primary insurance amount for first child, and parents 


Source: Exhibit prepared by Walt Sands, research director, National Railroad Pension}Forum, Inc 
Chicago 43, Ill 
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ExniBit E 


Four Times 1% Percent EQuats 6 PERCENT 


One rail worker pays 6-percent railroad-retirement tax. One industrial worker 
pays 1% percent social-security tax. Therefore, one rail worker pays as much 
tax as the combined tax of four industrial workers. 

Social security provides four industrial workers and their families with retire- 
ment and survivor benefits as compared to railroad-retirement benefits received 
by one rail worker, for whom there are no family benefits until after his death. 


Social security versus ratlroad-retirement tax rates and monthly benefits, by fiscal year, 
1950-52 


Social security 
: Railroad 
retirement, 
1950-52 


lax rate (percent) 
Cost per month 
Cost per year 


Railroad 
retirement, 
1950-52 


J snuary 
August 1950 


Maximum retirement benefits possible to one 
worker and his family: 
Old age 
Wife 


Husband and wife 
Dependent children 


Total 


150. 00 
Maximum retirement benefits possible to 4 5, 150. 00 


workers and their families | 5 150. 00 
5 150. 00 


Total = 3 600. 00 
Maximum survivor benefits possible: Widow 
and 3 or more children, or 4 or more children 
of 1 deceased worker 2 


85. 00 

Maximum survivor benefits possible to 4 fam- | 85. 00 
ilies of 4 deceased workers 5 g5 

| 85. 00 


Total . 340. 00 


1 On $250 maximum earnings per month 
2 On $300 maximum earnings per month. 
3 Prorated equally 

41951 ($108.32 in 1950; $110.24 in 1952 


§ Four widows and 12 or more children, or 16 or more children. 


Source: Exhibit prepared by Walt Sands, research director, National Railroad Pension Forum, Ine. 
Chicago 43, Ill. 
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Exuipit F 


Under the Social Security Act, recently revised, the average monthly earnings 
of a qualified individual is all that is necessary to quickly determine the amount 
of retirement and survivor benefits. 

Under the Railroad Retirement Act, the formulas used appear complicated 
and difficult to remember. The average rail employee seldom knows the amount 
of his retirement annuity until after receiving his first check. Similarly, his 
wife and/or children, have little or no knowledge of the amount of survivor 
annuities due them, until after his death. 

Basically, the social security simplified formula (determined by taking 50 
percent of the first $100 of total earnings, and 15 percent of the balance, up to 
$300 per month) could be adopted and applied to figuring benefits under the 
tailroad Retirement Act. 

Because the average rail employee today has a vague knowledge of benefits 
due him and/or his family, the suggested simplified formula could appear on the 
reverse side of employee’s stub (Form BA6) annually received by each rail em- 
ployee, showing total months of service and wages from 1937 to date. This 
could keep him constantly informed as to benefits he and/or his family may 
receive. 


Social security versus railroad-retirement annuity formulas—A comparison based on 
$200 average monthly earnings, after 20 years of service 


Social security, 1951 Railroad retirement, 1951 
Retirement annuity formula 


Credit for service prior None. Average monthly wages are | In addition to average monthly wages 
to 1937 counted from 1937 to time employee from 1937 to time employee reaches 
reaches age 65 wge 65, service before 1937 may also 
be counted. Average monthly wages 
for the years 1924 through 1931 are 
used for each month of service before 
1937. Total years of service cannot 
be more than 30 until after Jan. 1, 
1967, when prior service credit will 
be discontinued. 


2.4 percent of the first $50 
1.8 percent of the next $100 
1.2 percent of the (balance) $50 


50 percent of the first $100 $5 Total 
15 percent of the (balance) $100 Years of service 


Primary benefit 5 Annuity 


Survivor annuity formula 


40 percent of the first $75 $30. 00 
16 percent of the (balance) $125. 12. 50 
Total 42. 50 
Add 1 percent for each year 
after 1936 in which employee 
was paid at least $200. 15 X 
0.42)% cents 6.: 
Basic amount 48 
Widow 1% : 75 . 36. 66 
Widower % 48.75 é ( 
Parent 48.75 | } . 24.44 
First child : 48.75 , / 24. 44 
Other children. 32. 50 4 ‘ sae - 24.44 


Source: Exhibit prepared by Walt Sands, research director, National Railroad Pension Forum, Inc., 
Chicago, 01. 
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ExuHiBit G 


Do RatLroap DisaBILity INSURANCE BENEFITs Justiry A Cost or Four Times 
More THAN Socrau Security? 


The total cost of railroad retirement (including disability insurance) 200 percent 
more (without including disability insurance), 300 percent more than the total 
cost of all benefits provided under the Social Security Act.! 


Social security versus railroad-retirement benefit distribution and cost analysis per 
$100 of earnings, a comparison 


Cost 
Benefit dis- ini a — 


tribution 2 Per $100 of 
Percent 
earnings 


Railroad retirement, 1951 


Pensions and retirement annuities - - $0. 49 x6 $2. 94 
Disability annuities ; 25 x 1. 50 
Survivor annuities ; ; Lied 4 25 1. 50 
Administration - _- ‘ > 7 x6 06 


Total_.. wait x 00 
Social security, 1951 


Dollars more paid by rail employees. 


1 No disability insurance benefits provided under social security. 
2 Source: P. 6, File FRM-1-1, Feb. 17, 1947, mimeo bulletin issued by Office of the Director of 
Research, Railroad Retirement Board. 


Notre.—Of each $6 paid by rail employees, $1.50 (total cost of all social-security benefits) is allocated to 
disability annuities. By comparison to social security, rail employees pay 3 times (200 percent) more 
taxes for pensions, retirement, and survivor annuities, and 4 times (300 percent) more taxes when disability 
annuities are included. 

Source: Exhibit prepared by Walt Sands, research director, National Railroad Pension Forum, Inc 
Chicago 43, ll. 


Exursit H 


Social-security versus railroad-retirement—a comparison based on $300 average 
monthly earnings, with less than 10 years of service under the railroad- 
retirement act 


Social 


security 


TAX PAYMENTS 
Years of service: 
1944 through 1950 (7 years) 
1951 to June 30, 1952 (142 years 


BENEFITS 
Old age ae 
(13.8 percent under S. 1347). 


Total 
(44 for his wife) 


Total per month j ; 57.3 120 
Total per year . } 1, 440 
10-year total-_ 14, 400. S 


! His annuity (without 13.8 percent increase), $33.60 after 10 years, $4,032. 
2 His annuity (without wife), $80 after 10 years, $9,600. 

3 His annuity (without wife), $38.24 after 10 years, $4,588.80 

4 Future liability discharged from the Railroad retirement fund. 


NoteE.— Residual payment would be absorbed and not payable if he lived 2.1 years after retirement. 
Exhibit prepared by Walt Sanos, research director, National Railroad Pension Forum, Inc., Chicago, Il. 
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On exhibit A is a comparison between social security and railroad 
retirement tax payments. At the end of the first 14 years, we paid 
almost four and a half times more than socal security workers. 
The footnote on this chart has been projected until the year 1970, and 
from the beginning of the act until that time we will be paying three 
times more than social sec urity. Let that suffice for exhibit A. 

You may ask any questions you wish if I may be permitted 
answer them. I know everybody is in a hurry here. 

As to exhibit B, the same idea was used, this being a comparison of 
benefits, from 1937 to 1970. You will notice it was broken between 
1967 and 1970, because our annuities do increase to $168 a month under 
the existing law. However, from the beginning of the act through 
1970, we received by comparison one-sixth more, and we paid three 
times more, as shown in exhibit A. 

Senator Dovuaias. Now, is that one-sixth more than the maximum 
under social security, or one-sixth more than the estimated actual? 

Mr. Sanps. That is one-sixth more on the maximum possible, the 
maximum benefits possible. 

Senator Dovetas. Of course, the average under social security is 
much less than the maximum. 

Mr. Sanps. The average? How do you mean, sir? 

Senator Dovatas. That is, the actual benefits, those actually paid, 
are much less than the maximum. 

Mr. Sanpbs. Oh, yes. I shall get to that. 

Now, as to exhibit C, briefly, I will be very quick here to emphasize 
what I think is important to every rail worker. Suffice it to say that 
social security pays benefits to a wife. There are no such benefits 
under the Railroad Retirement Act until a man dies, no benefits for 
his family until he dies. And by comparison, social security has been 
getting those extra benefits, which in my opinion justify our receiving, 
and we are fortunate that we do, and we need, disability protection. 
By comparison, I can prove, I think, later, that the additional benefits 
to the wives offset the disability protection we get in cost. 

Senator Douaias. Now, do I understand you, Mr. Sands, to say 
that you favor benefits to wives? 

Mr. Sanps. Well, we disagree among ourselves. Yes, sir; I do. 

Senator Dovetas. But Mr. Stack just testified that he did not 
favor that. 

Mr. Sanps. Well, the purpose of this committee meeting 

Senator Doua.ias. I know one can have disagreement on details 
and still go forward in general. But I had understood Mr. Stack 
to say that he did not agree. 

Mr. Stack. Mr. Sands was put on the spot. He happens to be 
bachelor, and I am a man with a family. 

Mr. Sanps. But I still believe if social secutiry can pay that, 
should railroad retirement; and if they may have those benefits, we 
should have them. 

Now, the widow gets the tough break when the worker passes on, 
and last year under social security, the maximum was $34.20, which 
has been increased to $51.38, and our present maximum is less than 
the present maximum under the 1951 revised amendments. She may 
receive $40.97 by comparison. Again they receive more than we do, 
and the same is true as to children. 
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Now, I think we are mostly concerned with the average benefits. 
I think they deserve the most serious consideration. The average 
benefits under social security for a widow were $20.62 in 1950. 

Senator Douatas. What table is this? 

Mr. Sanps. Exhibit C; under ‘‘Average survivor benefits.” 

Now, the widow under social security last year received $20.62, 
which is a small amount. That is before it was revised, last Septem- 
ber, effective in September, of course. 

Senator Doucuas. I understand. 

Mr. Sanps. That has been increased to $36.58. Whereas today, 
under the Railroad Retirement Act, the average widow received 
$29.63, some $7 less. Well, we should receive more. 

As to the maximum lump sum death benefit, I don’t think that 
is worth comparing here at the moment; not that I am avoiding the 
issue, but I am trying to bring out as many highlights as I can that 
I think are valuable to this committee. 

They told us that social security did not give credit for military 
service. We have been receiving that; which has been pretty nice. 
[ mean, rail workers have enjoyed that provision. However, under 
the recent amendments, social security has included $160 credits for 
military service performed, and they are sneaking up and matching 
us, as time goes on, and still we pay more. 

Now, as to disability benefits, disability insurance benefits, they 
do not have them. They do not have them, and we do, and it is 
pretty nice to have that for the fellows working in the shop. I have 
worked at the Montclair shops for the B. & O. in Baltimore years 
ago, so I know about that. 

The next item is the amount a beneficiary may earn in covered 
employment without loss of benefits. As to social security, that 
amount was $14.99 in 1950, and after the recent amendments that 
was stepped up to $50. Today under the Railroad Retirement Act 
it is only $25. So they receive more than we receive by 100 percent 
there. 

Of course, there are survivor benefits under social security effective 
September 1, 1950. Such benefits are payable to a husband today 
under the new Social Security Act. We do not have it. That is in 
the case where a wife works on the railroad and has a dependent 
husband. And the same benefits, of course, follow along on survivor 
benefits for a surviving widow. 

Senator Dovetas. That follows along with 1357. 

Mr. Sanps. I didn’t know about that until I came down here. 
And as to retirement benefits, after 65 under social security, you may 
keep working and still accumulate credits after the age of 65, whereas 
under the Railroad Retirement Act you may not receive additional 
benefits. 

Senator Dovetas. That is another feature under this bill. 

Mr. Sanps. That is right. And if they should have that, we should 
have it, fellows, believe me. 

Now, here is the payoff, in my opinion, and one of the reasons why 
Rail Pension News has caused a lot of confusion. And I am down 
here honestly trying to do a good job. I saw some smiles, and so 
forth; but that is O. K. We want everybody to know why we 
became the organization we became. It has been a sincere effort. 
And this is one of the highlights: 
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Under social security a man after the age of 65, after 5 years of 
coverage, could collect $42 in 1950. That has been stepped up to 
$65.80 in 1951. I have figured all the formulas and have checked 
with the Social Security Administration. Whereas today a man 
working in the railroad after 5 vears of coverage, maximum, would 
receive $24, almost three times less than social security pays. These 
are the things, fellows, that are causing the troubles. 

Senator Dovetas. But is it not probable that if a man only served 
5 years with the railroad, he would also have served a period of time 
in the covered occupations under social security outside of the rail- 
roads and therefore in effect would be getting both benefits? 

Mr. Sanpos. That is correct. But assuming that he worked 5 years 
only under a railroad, he would receive $24, whereas a man covered 
by social security who,only worked 5 years would be receiving $65.80, 
or three times more than the railroad retirement amount. 

After 1} years of coverage, that amount under the social security 
payments in 1950 was $40.80. That is now to be $80, against $7.20 
under the railroad retirement act. And Mr. Schoene is here, and I 
think he can check those figures. They are accurate. 

I will pass over exhibit D, where the dependents’ benefits are com- 
pared, and I won’t bother you with that. Dependents’ benefits are 
very, very important, however, because when the worker passes on, 
then the widow is holding the kitty. 

In exhibit E, it states that “4 times 1}; percent — 6 percent, 
which means that four workers under social security, each paying 1} 
percent, are paying a total equal to the payments of one rail worker, 
who is paying 6 percent. And should the wife of a rail worker have to 
pay 64 cents, 4 times more, for a loaf of bread that costs 16 cents, as 
compared to the wife of a man covered by social security? Should she 
be forced to do that? Should her husband pay $240, 4 times more, 
for a suit of clothes that cost $60, as compared to a man covered by 
social security? And $280, 4 times more, for an apartment that rents 
for $70? I don’t think so. 

Senator Dovatas. Mr. Sands, as I have followed this discussion, 
it seems to me that the railway system has had heaped upon it two 
burdens which the social security system does not have. The first 
is that the railway system took over the approved liability of the prior 
service of workers before 1937. 

Mr. Sanps. That is correct. 

Senator Dovaias. Which the social security system did not. And 
a total assessment of around 4% percent, or around 35 percent, over 
one-third of the total tax, goes for that purpose. And secondly, the 
actuarial system behind the two funds differs, in that the railway 
system to a much greater degree than social security attempts to fund 
its accrued liabilities and therefore builds up a reserve not available 
for current benefits but held in case the system is discontinued ; whereas 
the social security system to a much greater degree operates on a pay- 
as-you-go basis. 

Mr. Sanps. I understand that, Senator. 

Senator Dovetas: And I think those are the two differences which 
account for the fact that in proportion to contributions currently paid 
in, benefits are smaller under the railroad retirement system than under 
the social security system. I think those two explanations clear up 
some of the disparities between the systems. Do you not agree? 
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Mr. Sanpbs. Well, that is correct, and I have been reading that for 
quite awhile. But a worker, a man working for a living, can’t be 
convinced. He doesn’t care whether it is a funded plan or a pay-as- 
you-go or any other plan. All he knows is that he is paying 4 times 
more and he is not receiving 4 times more benefits. Now, that would 
be utopian idiocy for any of us here to ask for 4 times more benefits, 
but we think in ratio to what we pay, as compared to what social 
security pays, if there is any drain on the fund, and both funds are 
operated and administered by the same Government, and all the bonds 
are in 3 percent compounded 

Senator Douatas. We find that under social security the earnings 
are about 2% percent. 

Mr. Sanps. Not according to Labor [indicating newspaper]. 

Senator Dovatas. No, but from social security we had the testi- 
mony of Mr. Myers. Is Mr. Myers, the actuary for the Social 
Security Administration, here? The railway systems get 3 percent. 

Mr. Sanps. We get 3 percent. That was the agreement. 

Senator Dovuetas. But I understood the testimony was that the 
social security system only received the average rate paid on Govern- 
ment securities as a whole, including short-time, and that that 
amounted to about 2 percent. 

Mr. Forr. Two and an eighth. 

Mr. Sanps. Then Mr. Ed Keating better correct his records. 

However, let us go back to the fact that, for example, they were 
talking about transferring these employees with less than 10 years’ 
service to the social security fund or account, and that it would cost 
$700 milion. Or, let’s say, whatever it would cost. Now, in my 
opinion—and I am not an actuary, and I] am not trying to pose as an 
actuary, but the fact that we pay more gives me the confidence to give 
you these thoughts, trying to help. 

Senator Dovetas. I understand. 

Mr. Sanps. Thank you, Senator. And if we receive an increase, in 
the opinion of this committee—I won’t try to determine any amounts 
on any bills, except that we should get something here. And I think 
that if it were prorated over a period of 50 years or 100 years, such as 
most of these other calculations have been, I would say it may be done 
that way without seriously disrupting the fund. 

We are kind of proud of our railroad retirement system. 

I would like to mention something else, Senator, and then I will 
keep very quiet. Now, the social security formula is quickly de- 
termined. That is exhibit F. All you have to know is the man’s 
earnings, period. You take 50 percent of the first $100 that he 
averaged a month, and that is his ee $50. If he averaged $100 
a month, $50 is his annuity. And 15 percent of the balance. Those 
two totals give you his primary benefit, or equivalent to our annuity. 
Then his wife may receive one-half, if she is over 65, and a dependent 
child one-half. If he dies, his widow receives three-fourths of the same 
single amount. The wife receives three-fourths, the first child three- 
fourths, and other children one-half. Whereas under the railroad 
retirement formula, there isn’t one man in many thousands who knows 
the amount of his retirement annuity until he receives his first retire- 
ment check. I worked among them, and I got a composite picture, 
and I have run into this in all the different departments of railroading. 
Because under the retirement annuity formula, you take 2.4 percent 
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of the first $50, 1.8 percent of the next $100, and 1.2 percent of the 
balance. Then you take that total times vears of service to equal 
your annuity. And unless you are constantly using these figures 

And even then it is difficult to remember, 2.4, 1.8, 1.2, or whatever it is. 

Now, when the man dies it gets more complicated again, by con- 
trast. It is 40 percent of the first $75, 10 percent of the balance. 
Then you add an increment of 1 percent for each year after 1936 in 
which the employee was paid at least $200. Then you multiply 
that by the amount of years, and that will give you another amount. 
Then the total of both of those will equal another amount, called the 
basic amount. ‘Then you take parts of the basic amount to determine 
the widow’s benefit. 

I am trying to stress that if this committee could develop a simpli- 
fied formula, with the help of the Railroad Retirement Board, we would 
get a check. 

[ am a rail worker. I work in a freight house. And each year |] 
get that Form BA-6, which shows my total months of service and 
earnings from 1937 to date. On the back of that stub they could 
have a simplified formula, so that we would know, the same as the 
people covered by social security can easily and quickly determine, 
the protection that you have for your wife and children and yourself, 
so that you can better plan your financial future. It would help 
quite a bit. 

On disability insurance, they tell us that we get disability protec- 
tion. Social security does not get that. That is exhibit G. 

I took a breakdown, and I suppose that is subject to all kinds of 
analyses. I took the breakdown of our tax dollar. And the refer- 
ence is there from the Railroad Retirement Board, with the date and 
the file number. Pensions and retirement annuities, 49 cents; dis- 
ability annuities, 25 cents; survivor annuities, wife, children, parents, 
25 cents; administration, 1 cent. We know we have the cheapest 
administrative cost, because private insurance wouldn’t charge us 
anything near 1 percent. And that is in our favor. But we want 
everything else that we can get in our favor, too, and that is why we 
organized. Now, when you take that 25 cents of each tax dollar, and 
you multiply that by 6 to get into the per $100 of earnings, six times 

that 25 cents equals a dollar and a half, which is the total cost of all 

benefits under social security. Then the difference between that 
$1.50 and $6 is $4.50. Three times $1.50 equals $4.50. So we are 
paying three times more in addition to paying for our own disability 
protection, in my opinion. 

Now, Mr. Schoene gave me an answer, very kindly, on a question 
I asked here. On prior service, they tell us that we receive so many 
things, including prior service, that I took two men and broke down 
their earnings, or rather I compared two men. That is exhibit F. 
They both earned $200 a month—a railroad man and a man covered 
by social security. They both retired. After $200, which is a fairly 
nice average to use, instead of always using maximums, which are 
misleading, the annuity of the man under social security amounted 
to $65, and that of the man under railroad retirement, with 5 years 
prior service, amounted to $72, $7 more, with 5 years of prior service. 
And there is no benefit for him or his wife; only that $72. 

Senator Doveuas. But under 1347, such benefits would be available. 





"e 


RAILROAD RETIREMENT LEGISLATION 339 


Mr. Sanpbs. That is correct, Senator. That is correct. But these 
are the things that a lot of people have been confused about. We 
are trying to stop that confusion and really settle this once and for all. 

Mr. Schoene answered a question here for me that I asked 2 days 
ago, as to where a man worked less than 10 years for the railroad 
and the balance under social security, where he would be transferred 
to social security. Here is a man who had $300 average monthly 
earnings, with less than 10 years of service under the Railroad Retire- 
ment Act. He worked 7 years and turned in tax payments totaling 
$1,206. You fellows do not have exhibit H. I did that about 3 
o'clock this morning in the hotel. It will be in the record. There is 
a copy for the Senator. Then in 1951 to June 30, 1952, a year and 
a half, he pays in $81 under social security. Now, after he retires, 
he may receive under the Railroad Retirement Act, under this pro- 
posed 5. 1347, $33.60 plus the 13.8 percent increase, or a total of 
$38.24. No, that is wrong. That is $13.53. It would be half for 
the wife, wouldn’t it, gentlemen? Correction. Half for his wife 
would be $19.12, or a total per month of $57.36 a month; total per 
year, $688.32. In 10 vears, that would amount to $6,883.20 under 
the railroad retirement fund, and that liability would be discharged. 
The railroad retirement fund would not pay that. 

Under social security he gets a good deal for his $81, because with 
$80 for himself and half for his wife, that is a total of $120 per month. 
In 1 vear that is $1,440. In 10 years that is $14,400, for an invest- 
ment of $81. 

They tell us about actuaries and a self-sustaining fund and where 
you are supposed to receive benefits per tax payments. Well, for 
$81, that is a nice investment, $14,400 being what he gets. Our 
argument is that if social security can do this, then maybe our financial 
structure needs some revamping and some liberalization. 

I have concluded my remarks. 

Senator Douvetas. Mr. Sands, may I ask this question? 

Mr. Sanps. Any question. 

Senator DouGias. Suppose we were to increase the retirement 
benefits 25 percent, which Mr. Stack advocated and which I take it 
you advocate, plus retirement at the age of 60, which he advocated, 
plus retirement after 35 years of service regardless of age, plus the 
wife’s or spouse’s benefit, which he did not advocate but which you do. 
Do vou think that could be done on the present 12}5 percent? 

Mr. Sanps. I don’t think so. I mean, that is expecting a lot. 

Senator Dovetas. What would you do then? Would you increase 
taxes? Or would you ask for a Government subsidy? 

Mr. Sanps. I would ask for a Government subsidy. Because 
social security is receiving more per dollar than we are. And why 
should we pay up to $400 a month, when they are only paying up to 
$250 a month? We have always been higher than they on payments 
and lower on receiving benefits. I would say a subsidy. 

Senator Dovatas. So that you recognize the fact that your plan 
calls for an ultimate Government subsidy? 

Mr. Sanps. Yes, sir. That is my honest opinion. 

Senator Doveias. Do you have any idea as to how large the 
subsidy would have to be? 

Mr. Sanps. No, I wouldn’t have, because I am not an actuary, but 
I do know that these people are complaining constantly. We have 
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seen mail everywhere we have gone, in the House and the Senate, as 
to our Pension News. It is flying all over the place. And we would 
like to correct the troubles that we are causing—and we know we are, 
but we think we have to. 

Senator Doveias. Mr. Stack, may I ask you; Do you agree with 
Mr. Sands in what he has just said? 

Mr. Strack. Well, yes, to a certain extent I do agree with him. 

Senator Dovetas. That is, you feel that if all these added features 
are included, the 12 percent would not be enough to pay for the 
total bill. 

Mr. Stack. Well, there is enough money in the reserve fund to 
give it a trial and get some real authentic figures as to what the 
actual cost would be if this legislation were enacted. 

Senator Dovua.as. The rough computations I make indicate that 
this reserve would be quickly used up. ‘Then, not having the reserve, 
the 12% percent would not be enough. Do you not feel that? That 
after a few years that reserve would be used up? Then what would 
you do? 

Mr. Strack. Well, you would have to provide a Government subsidy 
then. 

Senator Dovetas. So you recognize also that your plan calls for 
and ultimate Government subsidy. 

Mr. Srack. Eventually, yes. 

Mr. Sanpos. Mr. Chairman, the other day Mr. Musher made 
statement, as I recall—and I will stand corrected—that there has been 
a depreciation, or depreciating, of payrolls. Now, I happen to know 
that in the last 20 years there has been a reduction of employees of 
some 1 million. Due to streamlining the railroads, dieselization, and 
so ee jobs are being eliminated very rapidly today, which means 
that there will be less people in railroading as time goes on. And, of 
course, if it keeps going that way, you are going to head into social 
security whether you want to or not. You cannot avoid it. Or 
maybe civil service. Maybe we should adopt a plan similar to civil 
service, if the payrolls are becoming less. And they are, from all I 
have read and heard. 

Senator Dovatas. Of course, the civil service employees are 
Government employees. 

Mr. Sanps. I mean similarly operated, where you pay 6 percent of 
your gross earnings without a maximum. Now, many engineers— 
Davey Robertson will testify to this—will say that, oh, yes, they want 
benefits. Sure. Everybody wants something for nothing. But if 
you told them they would have to pay 6 percent up to $400 or $500, 
oh, they don’t want that. Let somebody else furnish it. These 
things area big. 

Senator Dovuetas. Both Mr. Stack and Mr. Sands agree that the 
scale of benefits which you propose calls for a Government subsidy at 
some time in the future. And personally, I think if you work out these 
matters, it would not be very long until you had Government sub- 
sidies—and greatly increased taxes, which I take it you do not favor. 

Mr. Sanps. That is right. 

Senator Dovetas. Do you think there would be objection from the 
taxpayers to a big Government subsidy? 

Mr. Sanps. No, I do not. Because everybody likes to receive the 
most they can. 
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Mr. Byrnes. I would like to say, as a railroad man and a worker, 
that the railroad men want a good pension law and are willing to pay 
for it, and they don’t want anything for nothing. That is the con- 
sensus of opinion of the railroads, from track walkers even up to rail- 
road officials. ‘They want a good pension plan, and they think they 
are paying enough for one now. But if convinced they are not paying 
enough for one, they are willing to pay the cost. 

Senator Douauas. Well, now, this is something else we are hearing 
now. 

Mr. Byrnes. And I do not think that what you have been hearing 
is the _— of the forum. 

Mr. Sanps. No. The Senator asked me for just my opinion. 

Se nator Dovetas. Mr. Stack stated that his opinion was that a 
subsidy was needed. Now, you say that you should have an increase 
in taxes. I am not trying ‘to get you gentlemen fighting with each 
other, but I am just trying to find out how this increased cost is going 
to be met. 

Mr. Byrnes. Very likely Mr. Sands and Mr. Stack both were 
scared by what the actuaries say. 

Senator Douauias. They do not look to me like the kind of men 
who would be easily intimidated. 

Mr. Byrnes. Personally, I believe that the railroad men want an 
increase. Yes, they want a reduction to ’60, but that is a dream. 
They will put that aside if necessary for the time being. They feel 
that the fund can stand an increase to 25 percent more than they are 
getting now. They want their widows to receive about two-thirds 
of what they receive as a pension, instead of $29 as at the present time, 
and they are willing to pay the cost if it is necessary. 

Senator Dovetas. What do they think about the arrangement as 
to spouses? 

Mr. Byrnes. The women who work on the railroad and the single 
employees who work on the railroad do not favor that feature of the 
law. A great many of the married men accept it as being a beautiful 
dream. They would love to see it happen, certainly. 

Senator Douauias. Then you say there are two beautiful dreams, 
one going down to the year 1960, and the other-—— 

Mr. Byrnes. That is right. But bei ‘ing practical, I know the men 
are willing to put those things aside for a while in the interest of getting 
a decent pension when they retire. 

Senator Dovcias. And you think the first priority should be the 
25-percent increase in benefits? 

Mr. Byrnes. Absolutely. 

Senator DovGias. Though your ultimate dreams differ from those 
of Mr. Robertson, your immediate priority seems to be identical. 

Mr. Byrnes. That is right. And Mr. Robertson has more clearly 
than I have ever heard it stated before, I think, given the opinion of 
the railroad workers from one end of this country to the other. | 
have been in all States, talked to men on all railroads, women, too, of 
course. We have a great many women in our organization, and that 
is the way they feel. 

Senator Dove.as. And I must leave now, because I have a little 
business to transact. 

Mr. Sanps. I just had a quick thought, and I would like to relay 
that to my colleague, Bob, so that we do not kill ourselves or some- 
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thing afterward, here, on disagreement. It is true, and facts are 
facts. 

Now, the facts are that the benefit payments have been increasing 
ach year from the beginning of the act and the reports. Now if we 
increase benefits in addition to that already increasing, it is going to 
increase much, much more. 

Senator DouG.as. Sure. 

Mr. Sanps. And I doubt if all these people who are so quick and 
eager to pay for these benefits would really want to pay that much, 
when all of these other benefits are needed to compete with inflation. 

Senator Dove as. In other words, you think the increased cost 
would not in practice have to be borne by the railroad workers; that 
in fact it would have to be borne by Government subsidy. That is 
a very manly recognition. But I am glad to make that a matter of 
record, because sometimes people have the feeling that this is an 
unlimited fund. 

Mr. Sanps. No, the payments have been increasing every year. 

Senator DovGias. Thank you very much. We will adjourn until 
2:30 on Monday. 

(The following statement was subsequently supplied for the record:) 


Bia Four Penston PLan, 
Atlantic Highlands, N. J., May 7, 1951. 
Senator Paut Dovuatas, 
Senate Office Building, Washington, D. C. 

Dear Str: I am sorry I am not able to be present on so short a notice. I am 
truly grateful for this opportunity to address this letter before the highest tribunal 
in the United States of America. 

I represent 33,491 railroad employees. These are men who brave the elements, 
snow, rain, sleet, darkness, and the blazing sun. Men who are away from their 
loved ones weeks at atime. I believe these men are entitled to every consideration 
it is possible to give them. I think it is just and fair to let these men enjoy the 
few remaining days of their lives, by granting them an annuity, which will enable 
them to keep their homes intact and not be separated from their loved ones. 

Under the present set-up of the Railroad Act, it is impossible for a retired man to 
live. He must have a very meager existence. The Railroad Retirement Act has 
not kept pace with the cost of living. All persons on fixed incomes are deprived 
of the necessities of life. Now is the time for quick action. 

The funds in the railroad retirement fund, as of March 1, 1951, were 
$2,379,105,000. With this amount of money on hand, we can surely make adjust- 
ments, with legislative action, to increase to pensioneers and alleviate their needs. 

On October 27, 1950, the Brotherhood of Railroad Trainmen, at their twenty- 
ninth convention, held in Miami, Fla., half pay based on the five highest years of 
earnings, 30 years’ service, regardless of age. These are the conditions the rail- 
road men want. Of course, there will have to be a limit on the annuity. We 
think it would be just and fair to set a limit of not more than $200 per month. 

Actuaries claim the annuities cannot be raised unless we raise the fee. These 
actuaries are basing their claims for the years of 1966, 1982, and 2002. We are 
not interested in 1982 or 2002. The present time is our only interest. The present 
generation of railroad workers will be dead and gone by that time. 

Do you realize a railroad man must live 7 years after he retires at 65 to get back 
the money he has paidin. There are very few railroad men who live to be that age. 

The heads of organized labor will fight tooth and nail to kill any legislation, 
which will enable a man to retire after 30 years of service. It would affect their 
insurance department and no doubt abolish a few of their morris chair jobs. In 
fact, President Kennedy of the Brotherhood of Railroad Trainmen threatened me 
with expulsion if I continued to fight for this pension. 

Just remember, Senator Douglas and members of the committee, President 
Kennedy controls only one vote and that is his own. He cannot and will not 
control the vote of any individual member of the B. R. T. 

To sum up our needs, the following changes must be made in the Railroad 
Retirement Act: Half pay, based on the five highest years of earnings, not to 
exceed $200 per month. Increase our unemployment benefits to $30 per week for 
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26 weeks. Increase our sick benefits to $30 per week for 26 weeks. Minimum 
maternity not less than $100. Widows to receive one-half of husbands’ annuity 
based on the half-pay formula. Payroll deductions to remain the same for the 
next 36 months. If more revenue is needed at that time, deduct 6 percent on 
$400 per month instead of the present 6 percent on $300 per month 

Senator Douglas, permit me to thank you again for this opportunity to express 
myself. I would appreciate it greatly if you will send me a copy of the minutes in 
which the above is recorded. 

Thanking you, I remain, 

Very truly yours, 
GEORGE C,. GirrorpD, Secreta 


(Whereupon, at 4:45 p. m., Thursday, May 3, 1951, the hearing 
recessed until Tuesday, May 8, 1951, at 2:30 p. m. 
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TUESDAY, MAY 8, 1951 


SUBCOMMITTEE ON RarILRoAD RETIREMENT 
LEGISLATION OF THE COMMITTEE ON 
LABOR AND Pusiic WELFARE, 
UNITED States SENATE, 
Washington, dD. c 

The subcommittee met, pursuant to recess, at 2:30 p. m., in the old 
Supreme Court room, the Capitol, Hon. Paul H. Douglas (chairman 
of the subcommittee) presiding. 

Present: Senator Douglas. 

Also present: Paul L. Badger, member, professional staff. 

Senator Dovetas. The committee will come to order. 

I have received a letter from Mr. Matscheck submitting for the 
record certain statistical material, tables A, B, and C, in response to a 
request of mine, which I shall ask to have made a part of the record 
at this point. 

(The letter and enclosed statistical material are as follows:) 

RAILROAD RETIREMENT Boarp, 
Chicago, Ill., May 8, 1951. 


Hon. Paut H. Dovatas, 
United States Senate, Washington, D. C. 


DEAR SENATOR Dova.tas: In accordance with your request, I am submitting 
for the record three tables as follows: 

Table A. Crude probabilities of immediate age retirement according to actual 
experience in selected calendar years. 

Table B. Preliminary and final rates of immediate age retirement for the 
fourth valuation. 

Table C. Actual and expected immediate age retirements in 1945-47. This 
table also shows the average age at retirement, actual and expected, for those 
years. 

There is still some further information which you have requested for the record 
or for other interested parties which we are preparing as rapidly as possible. 

Respectfully yours, 
WALTER MATSCHECK, 
Director of Research. 


TaBLE A.—Crude probabilities of immediate age retirement according to actual 
experience in selected calendar years 


Period in which retirement Period in which retirement 
occurred occurred 


| 1938-41} 1945 | 1946 947 is 1946 


. 409 0. 382 0. 343 
. 219 . 193 . 162 
. 217 . 186 . 168 
.233 | .169 .179 
. 293 . 185 212 


-518 | .321 . 319 
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TaBLE B.—Preliminary and final rates of immediate age retirement for the fourth 


valuation 


Preliminary Final 
rates rates 2 


0.410 
160 210 
170 220) 
190 240 
210 205 
320 515 


d on the basis of retirement experience during 1945-47 and originally intended for use in th 


mmended by the Actuarial Advisory Committee which were actually used (based on 1938-41 
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valuation 


Original 


D 
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RAILROAD RETIREMENT Boarp, 
Chicago, Ill., May 11, 1941. 
Hon. Paut H. Dovuauas, 


United States Senate, Washington, D. C. 


DerarR SENATOR DovuGtas: | am submitting herewith tables D—1, D—-2, and D 
in response to your request for comparisons of estimated receipts, disbursements, 
and progress of the railroad retirement account with actual experience. These 
tables should follow in the record tables A, B, and C submitted on May 8. 

Respectfully, 


WALTER MATSCHECK, 
Director of Research. 


EXPLANATORY NOTES TO TABLES D~—1, D-2, AND D-3 


1. The actual data are on a cash basis; the estimates are on an accrual basis. 

2. The actual balances in the account include appropriations on account of 
crediting military services rendered after 1939; the estimated reserves exclude 
such appropriations and interest on them. 

3. The estimated balances in the account include interest at 3 percent. For 
example, the balance for 1947 contains interest earnings of 3 percent on the 1946 
balance, plus 1344 percent on the 1947 taxes, minus 1% percent on the 1947 
disbursements 

1. The estimated disbursements include benefit payments and allowances for 
administration. The actual disbursements include the same items. 

5. The estimates in table D—2 are intermediate between projections A and B 
of the second valuation. 

6. The estimated disbursements in tables D-1 and D-—2 have not been adjusted 
for the effects of the 1946 and 1948 amendments. Table D-3 does contain such 
adjustments. 


TasBLeE D-1.—Actual experience of the railroad retirement system compared with 
1940 estimates based on the first valuation 


[Millions of dollars] 


Taxable payroll laxe Disbursements Balance in account 
Calendar 
yeal 

Actual | Estimated | Actual | Estimated| Actual | Estimated| Actual | Estimated 
1940 ‘ ‘ . se $88 $88 
1941 $2, 651 $2, 000 $148 $120 $128 $133 92 77 
1042 3, 20€ 2 OOO 193 120 131 140 176 59 
1943 3 O38 2, 000 232 130 136 147 311 13 
1944 4.20 2. 000 Qs 130 14] 154 491 20 
104 4333 2, 000 279 130 150 161 646 
1946 4, 632 2, 000 315 140 164 l¢ 790 
1047 4,744 2, 000 44 140 207 174 1, 269 
1948 4,943 2 000 569 140 259 180 1, 664 
1949 4, 5OS 2, 000 565 150 297 187 2, 065 
1904 4. 700 2, 000 546 150 316 195 2, 369 
1951 2 000 150 7 201 
1952 2. 000 150 207 
1953 2, 000 | 213 
1954 2, 000 Lit 219 
195 2, 000 150 224 
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TaBLE D-2.—Actual experience of the railroad retirement system compared with 
1944 estimates based on the second valuation 


[Millions of dollars] 





Taxable payroll Taxes Disbursements Balance in account 
Calendar coanaiateaedl dees eelbickaiens J seca seas euntaeauad 
year 
Actual | Estimated; Actual | Estimated! Actual | Estimated Actual | Estimated 

10ND. ccddices retort a . ‘ * a $176 $202 
943 $3, 938 $3, 651 $232 $136 $139 311 307 
SGED, «cnn 4, 295 3 286 141 144 191 411 
1945 | 4, 333 3 279 150 153 646 493 
1946 i 4, 632 3 315 164 164 790 565 
,) 4, 744 2 is4 207 175 1, 269 612 
a 4, 943 2, 569 256 184 1, 664 639 
OR rere 4, 5OS 2, 56. 207 190 2, 065 666 
1950 4 4, 700 2 546 316 193 2, 369 684 
DO on ate a : intetetih 9 <e tetas 196 ieaalenidon 697 
1952 Sicediliesitena 199 ae 706 
WORE 8 oii daantaw TE Eos oscwoaet 711 
ONG id beeiewne|! "SRP scene | Mee 208 wae 712 
ipecdhactebendddedseet | “BP texdedeecnnt (j© UP tundedacee SE Bictingeates, 709 





TaBLeE D-3.—Actual experience of the railroad retirement system compared with 
1947 estimates based on the third valuation 


[Millions of dollars] 





| Taxable payroll Taxes Disbursements Balance in account 
Ghtt a eid ae eo oe ie ee 
year 

| Actual | Estimated | Actual | Estimated Actual | Estimated | Actual | Estimated 
1908. co ciinde lioteanes + See ee ees ‘ ta ; kee $790 $783 
IOGT . cinatnpece $4, 744 $4, 136 $484 $476 $207 $253 1, 269 1, 033 
WOE eiman nw 4, 943 3, 882 569 446 259 202 1, 664 1, 220 
a 4, 598 3, 990 565 479 297 335 2, 065 1, 403 
[i atsnde 4, 700 3, 994 546 479 316 355 2, 369 1, 571 
| a a whiinaanannts 3, 925 at Rai 471 aataiabe Ge ivnaiae 1,715 
EE EE 3, 737 siathendh 467 wedesns 304 hin 1, 841 
1953 aie delir aan & | 7 (IPE. ass eesainness 412 1, 958 
1954 Ginn Sleaa 3, 730 oa | Se 427 2, 056 
aris iecssiaaea ill tei — SiO tidnpane BE Eniscuatnpeciaee RO Reecmnnten 2, O95 
LOU hhh tdeddawecn 2, 927 ety aie 366 |_- elie 458 2, 064 
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Senator Doucuas. I am also submitting for the record a statement 
by Mr. Herman G. Wedemeier, member of the advisory committee of 
the National Railroad Pension Forum, Inc., which will be made a 
part of the record. 

(The statement referred to follows:) 


STATEMENT OF HERMAN G. WEDEMEIER 


My name is Herman G. Wedemeier. I reside at 1419 Phyllis Avenue, Louis- 
ville 8, Ky. I am presently emploved in the auditor of freight accounts office of 
the Louisville & Nashville Railroad Co. of this city, where I have been for the 
past 33 years. For the past several years I have been active in the National 
Railroad Pension Forum, Inc., whose principles and objectives are fully set forth 
in the statement presented to you by Thomas Stack, president of this organization 

At present I hold a position on the advisory committee of this organization 
(without pay) and my only desire in doing so is to assist in obtaining a better 
pension for the railroad worker and his family. 

I call your attention to the statement of Mr. Stack t 
purely voluntary and comprises both union and nonunion members. I especially 
call your attention to the fact that 90 percent of our organization are members of 
the various crafts of the brotherhood. 


hat our membership is 
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For being active in the National Pension Forum I was personally suspended by 
Mr. George M. Harrison, grand national president of the Brotherhood of Railway 
and Steamship Clerks after 15 years of membership, his file 237-192, March 3, 
1948, the original of which I have in my file for your reference if desired. He 
states that the Pension Forum is dual and hostile to the Crosser amendments 
However, I disagree, as do many members of his brotherhood who are continually 
writing Congress to pass bills to improve the payments of the retirement system. 

During the past few years a number of employees in my office were forced to 
retire when they reached the age of 70 and several more are scheduled to go out 
this year. The majority do not accept their pension because the unemployment 
benefits are greater than their annuity and they accept this amount instead. [| 
would like to impress upon you that the benefits obtained through unemployment 
do not cost the employee a penny. The railroads pay one-half of 1 percent into 
this fund and it is unbelievable that the benefits derived from this fund are greater 
than the one into which we pay 12 percent of our earnings. 

I would also like to suggest that payments into the retirement fund be dis- 
continued when an employee reaches the age of 65, because his annuity does not 
increase after this age. Thisis unfair. If he must continue to pay into the fund, 
he should be entitled to draw benefits until the day he retires. A man earning 
$300 per month would pay into the fund a total of $1,080 in the five years he re- 
mains employed after 65 years of age. This amount is matched by the railroad, 
making a total of $2,160 from which no one benefits, except the fund itself, which 
now shows a surplus of nearly 3 billion dollars. 

Much has been said about the employment of persons over 65 years of age and an 
interesting article appeared in Colliers Magazine of January 6, 1951, entitled 

When You’re Old, What Then.’’ If it is necessary for these oldsters to continue 
to work past 65, then we should discontinue our pension system and allow thi 
employee to enjoy his retirement payments for the various necessities of life. 

I have read with amused interest a copy of Mr. Crosser’s bill, H. R. 3669, and I 
do not see how anyone could vote intelligently on this bill unless he had a corrected 
copy of the origina] retirement act, as amended. It is a mystery to me why a bill 
that affects so many people should be made so complicated that just a few of the 

luecated can understand it. It appears that such a law should be made as 
simple as possible so that even the low-paid emplovee could understand it 

I heartedly endorse the prineiples outlined by Mr. Stack and recommend the 
passage of amendments to allow retirement at age 60 for both men and women, 
also a suitable retirement for the disabled and his family. Especially do I reeom- 
mend a suitable increase in benefits for the retired man and his wife. 


more 


Senator Dovuaias. Now, we had planned to have Mr. Bronson and 
Mr. O’Brien as our first witnesses, but Mr. Clarence Carter says that 
he would like to get back to his home this afternoon, so we are going 
to put him on first. 

[r. Carter, would you come forward, identify yourself for the 


\ 


record, and then give your testimony? 


TESTIMONY OF CLARENCE B. CARTER, NATIONAL SECRETARY, 
RAILROAD PENSION CONFERENCE, NEW HAVEN, CONN. 


Mr. Carrer. My name is Clarence B. Carter. I am secretary of 
the Railroad Pension Conference. 

I would like to start off by saying, Senator, that I appreciate the 
fact that you have given me this opportunity to speak today. I do 
have to be back to work tomorrow and have other matters to take 
care of. Also, I am down here at my own expense. I guess | am the 
only one in here who is on his own expense and not getting paid. So 
it has been a kind of a drain on my own resources to come down here 
day after day. 

The Railroad Pension Conference, which I represent, is an organ- 
ization of railroad workers of the various crafts on the major railroads, 
principally in the areas of New York, Connecticut, Rhode Island, 
New Jersey, and Pennsylvania. We are deeply concerned in having 
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Congress bring our Railroad 
present-day needs. 

We appreciate the fact that the Seventy-ninth and Eightieth Con- 
oresses enacted certain amendments beneficial to railroad employees. 
Nevertheless, we must point out that these changes failed to remove 
the basic defects of our Retirement Act. They did not lower the age 
requirements, nor did they provide sufficient annuities. Therefore, 
we again ask Congress to enact amendments providing retirement 
after 30 years of service regardless of age, at half pay, based on our 
5 vears of highest earnings. Enactment of these benefits would estab- 
lish a comprehensive system calculated to keep the younger men more 
steadily employed, with the prospect of reasonably steady merited 
promotions, with the older men acquiring pension rights in time for 
a reasonable benefit and enjoyment. 

I would like to point out that our plan is optional and is not com- 
pulsory. 

I also want it clearly understood from the beginning, however, that 
the pension conference supports the benefits proposed by the various 
brotherhoods before this committee. We are heartily in favor of the 
increases to the widows, and also that wives should receive one-half 
of the benefits up to $50 a month. 

However, I do want to emphasize today that our emphasis is 
directed to the fact that there is an express need of working rail- 
roaders that their retirement benefits come to them after 30 years of 
service regardless of age. There are various pension systems in 
different industries in which managements assume most of the major 
obligations by contributing a total of 3 or 4 percent to every 1 percent 
of the employees. This is supplementary to the social security 
benefits. 

There are also many civil service pension systems, municipal, 
State, firemen, police, and so forth, which give the employee an 
optional retirement of 25 years of service, or at age 55 or thereabouts, 

depe nding upon the rate of contributions chosen by the employee. 
The employees thereunder are beneficiaries of early retirement bene- 
fits. The railroaders’ occupation is a hazardous one, as hazardous 
and of such public value as to deserve too reasonably early retire- 
ment benefits, although we do not at this time propose benefits 
equal to the civil service standards mentioned. Therefore, retire- 
ment after 30 years of service is urged, so that the benefits for an 
employee may be reasonably timely, and it is proposed that these 
benefits be based upon the highest 5 years of earnings, so that an 
employee’s benefit upon retirement may be reasonable in amount as 
well as timely. 

We note that the Brotherhood of Railroad Trainmen at their 
twenty-ninth convention passed the following resolution. It reads, 
in part: 





Retirement Act up to date to meet 


Resolved, That this convention direct the president of the brotherhood to 
immediately contact all the executives of the Brotherhood of Locomotive 
Engineers, the Brotherhood of Locomotive Firemen and Enginemen, the Order 
Railway Conductors, and all other unions interested, to unitedly institute a 
movement to secure an annuity based on the five highest years of earnings at 
half pay and 30 years of service, regardless of age. 


Also the Dining Car and Railroad Food Workers Union is on record 
for such benefits. 
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We have heard in the past week in testimony here that the benefits 
now received by those retired are not at all adequate and do not 
meet present day needs; so I won’t have to go into that. It is con- 
tained in our written testimony, which I have handed the clerk. 

I do want to point out that 2 years ago, in 1948, before this Senate 
Labor Committee, Mr. William J. Kennedy, Chairman of the Retire- 
ment Board, summed it up very accurately when he stated the 
following: 

I submit that the present situation offers very little incentive for older workers 
to retire from service. Those who have already retired have been unfortunately 
trapped. 

While the statement was made in 1948, it is still true today. 

Also Attorney Schoene very correctly stated in the Senate hearing 
in May 1948: 

The system now fails to meet the purposes for which it was set up. The pres- 
sure to remain in active service beyond the period when the individual should 
retire is too great, and the superannuated workers are not being taken out of the 
industry as they should be, and the opportunities for promotion of the younger 
workers are being blocked. In other words, we are back substantially to the 
kind of conditions that gave rise to the necessity for setting up this system in the 
first place. 

1 would like to briefly discuss why we propose half pay, based on 
our five highest years of earnings. ‘The primary purpose of this pro- 
posal, Senator, is in the main to increase the annuities paid to most 
of the retired workers. Those are the low annuities. The minimum 
annuity is now around $60 a month, and the average annuity is around 
$83 a month. And we all know, and it has been very well brought 
out here by others, that these sums are not adequate to meet present- 
day needs. 

One of the most glaring faults of the Retirement Act, which Con- 
gress has failed to correct, is the method of computing annuities. In 
1937 it was difficult to estimate from earlier records the basis for com- 
puting annuities. So what has happened is that part of our annuities 
are based on our 1924-31 earnings. However, in comparison, we are 
being taxed on our highest paid earnings. 

I would like to use myself as an example. Istarted railroading in 
1925, and I started out by working for $12.20 a week for 7 days, and 
I think the most I made in that period was around $17 a week. There 
are many others who were in my position, and I know a lot of train- 
men whom I personally know were on spare boards at that time, and 
they were lucky, some of them, if they made 2 days a week at that 
time. So as it is, we are now being taxed on our highest earnings, 
but part of our annuities are based on this 1924-31 period, which 
brings down the annuities very sharply. 

Senator Douatas. That is for the period prior to 1937? 

Mr. Carter. That is correct. And we feel it is unfair to tax rail- 
road workers on the highest earnings and then use this 1924-31 period 
to sharply reduce annuities. 

As I understand it, the Social Security Administration does not use 
the 1924-31 period for computing their annuities. 

Now, in regard to why we want retirement after 30 years of service 
regardless of age, I want to point out first that the average retirement 
under this proposal would be between the ages of 58 and 60, and we 
feel, Senator, that this is a reasonable age at which to retire. 
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Secondly, under the present set-up, retirement is nonexistent for 
nearly one-third of the railroad industry. These workers are making 
an investment in a non-existent future. The Railroad Retirement 
Board’s figures show in their March 1950 issue of Monthly Review 
that out of 100 railroad men age 30 years old, 31 will not live to age 65. 

Railroading is hazardous, and unlike workers in other industries, 
railroad workers are required by law to take rigid physical tests, 
usually every 3 years, especially in the operating crafts. In many 
cases where a railroader has been sick or injured, he is often com- 
pelled to get a yearly, and in some instances, quarterly or even 
monthly, examination. I personally know of trainmen, switch 
tenders, who have a cardiac condition, and who are permitted to 
work. I know one person in particular who is only able to work 5 
days a week. The company insists he take off 2 days a week. And 
the reason the man cannot retire is that although he has the years of 
service, he is not quite 65, but he can’t afford to go out on retirement. 
So he is forced to work. The man has over 30 years of service, and 
when this condition existed, the man had to go from a braking job 
to what we call a switchman’s job, and the man was on days. He 
couldn’t hold a job under the switchmen’s roster on days, and so he 
was forced to go back on night work. 

Another thing we want to bring out is that many railroad workers 
start in on spare boards, firemen and trainmen particularly, and they 
spend years and years on the spare boards, and they spend many 
years in night work, and they are often away from home, a lot of 
them, more than 1 day a week, and they pay their own expenses 
away from home. So therefore we feel that the railroad workers’ 
occupation and their public service should permit them to retire after 
30 years of service. 

Also another defect in the Retirement Act which Congress has 
failed to correct is the matter of survival benefits. The benefits 
received by widows is disgracefully shocking. The amount is a 
mere pittance, and they must wait to age 65 if they live that long. 
However, we do feel that widows should, unless they remarry, of 
course, get these benefits regardless of their age. 

However, as say, we are very glad to see that in some of the bills 
that are before the committee, they do try to alleviate part of this 
condition. And so we support it wholeheartedly. 

Now, Senator, we have always considered our proposed legislation 
from the viewpoint that it can be paid without jeopardizing the 
soundness of our Retirement Act. 

In June 1950, Trainman News carried the following statement: 

Railroaders are entitled to more, and we are sure that a retirement set-up can 
afford more. Actuaries and economists of the Railroad Retirement Board are 
attempting to slow up matters by insisting that an increase in benefits must mean 
an increase in taxes. They maintain that under the present system by 1964 
disbursements will exceed taxes, that the reserve at that time will be close to $6 
billion, and such railroad will continue to increase and level at about 7.6 billions 
in the year 2005. The maximum disbursement load will be reached at that time. 
Setting up the reserve liabilities for 55 years hence seems preposterous now. 

Of course, we heard last week very much that the Board has to be 
guided more or less on assumptions in making estimations. And while 
we respect the actuaries of the Board, we do feel, in the conference, 
that they are too conservative. And we feel that in the coming years, 
the coming Congresses will enact legislation which will be even more 
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liberal than today; in other words, that there is going to be social 
advancement in the coming years. And we think that should be taken 
into consideration. 

Now, in regard to the financing of our proposals, we wrote thi 
Board in 1947, and received a letter from Mr. Matscheck, that the 
cost of 30 vear half-pay benefits would be about 4 percent, which of 
course would mean 2 percent each from management and _ thx 
employees. 

In our original bill in the Eightieth Congress, we had a provision in 
that bill for such an increase. But in the bill that we had this last 
year, and a bill we now have in the House, we have not made this 
proposal, because we felt it is not needed. And our reasons for feeling 
so come from some testimony that was given before the Eightieth 
Congress in May 1948, in the Senate Labor Committee. 

Mr. Schreiber stated that 
payroll estimates have been made on a most conservative basis. If instead of 
being conservative as the Board was in all its estimates, the Board had been less 
conservative and had estimated a greater future payroll, the result would have 
shown a greater than | percent overfinancing at present, maybe 2 percent, and 
conceivably 3 percent. 

And Mr. Schoene also stated: 

The Board has not made any allowance for the wartime and postwar experience 
with respect to rates of retirement for age of deferment annuity. There is no 
doubt about the fact that that experience has operated definitely in the direction 
of reducing costs, and it is not merely a wartime phenomenon. It has continued 
in the postwar period, and there are indications that there may be a permanent 
readjustment. Those factors are of such importance that they could operate to 
reduce costs by as much as one-third. 

So, therefore, Senator, when we took in the fact that the estima- 
tions have been assumptions, that they are conservative, and with the 
testimony of Mr. Schreiber and Mr. Schoene, we felt that an increase 
in taxes was not needed. 

However, I would like to state this: that insofar as 1 know—and I 
have talked to many railroaders—providing Congress did enact 
benefits we propose, railroad workers would be willing to pay in 
another extra 1 or 2 percent, provided, of course, they got the benefits 
we propose. 

Now, in regard to the proposal to tax our salary, now upon $400 a 
month instead of $300 a month, I cannot for the conference take any 
stand on that. Since last week I have talked to any number of 
workers. Some do agree, but I find that most I have talked to sharply 
disagree with this increase in taxation; because they feel they would 
not get enough out of it. 1 know this was pointed out. For instance, 
take the case of an employee now earning over $400 a month, who w ill 
retire 2 years after the effective date of S. 1347. ° The change to the 
$400 maximum will make him pay $6.25 more taxes per month during 
those 2 vears, or $150. The return of his monthly annuity will be 
increased to $2.80, assuming he has 30 years of service. If he dies at 
the end of 2 years, his widow’s monthly annuity, after she is 65, would 
be increased by $1.10, assuming that he has had continuous service. 

Senator Dovetas. That is a month. 

Mr. Carter. Yes. 

Senator Dovae.as. But, of course, the expectancy of life would be 
many years, so that in the aggregate he would probably receive more 
than paid out in the 2 years remaining. 
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Mr. Carrer. As I say, at the present time, from what I gather, we 
have not had a chance to 

Senator Dovatas. I mean, the expectancy of life at 65 is approxi- 
mately 13 vears, so that assuming he retired at 65, he would have 15 
vears of growing benefits, and even if it was only $2 a month more, 
that would be more than paying $6 a month for 3 vears. 

Mr. Carter. We want to point out also, Senator, that under the 
present system we are helping to build a reserve that will finance 
retirement in perpetuity, and we feel that that is somewhat too con- 
servative. That, of course, this will help retire railroaders who are 
not even born yet. We want to point out that also we are paying for 
the past. 

I would like to read a very short part of the statement from Con- 
gressman Crosser. He wrote in January 1947: 

When the Railroad Retirement Act of 1937 was enacted, the railroads did not 
do what other major industries as well as the Federal Government did, when they 
established contributory retirement systems. The railroads did not set aside a 
fund and did not arrange for an extra contribution on their part as was done by 
all major industries and the Federal Government as to its own employees, in order 
to meet the costs of crediting service rendered before the establishment of the 
contributory retirement system. Because of this failure on the part of the rail- 
road industry, there have been and are being paid from the railroad retirement 
account in the Treasury, which consists exclusively of the equal contributions of 
the railroad on the one hand and their employees on the other (1) not only the 
annuities which are based on the railroad service since January 1937, the date 
when the contributions began, but (2) also annuities which are based on the rail- 
road’s prior obligations, that is, the accumulated pension credits service before 
1937, and (3) another of the railroads’ obligations, that is, the pensions up to $120 
a month, of all previously retired employees who were on the railroad’s private 
pension (gratuity rolls). Since the obligations in the last two categories are those 
of the railroads only, they should have been borne by the railroads themselves, 
but railroad employees have paid and are continuing to pay one-half of these 
obligations. Nevertheless, railroad employees have not sought any legislation 
which would change the scheme of an equal sharing of the costs of the Railroad 
Retirement System, even though it became apparent when a Supreme Court held 
the Social Security Act constitutional, that the Court would sustain the Railroad 
Retirement Act against any attacks on its constitutionality. Even though this 
equal sharing was unfair to the employees, since thereby they assumed a share of a 
burden which was not theirs at all, these employees did not move for a reduction 
of their costs. 


Well, I suppose we are stuck with the 50-50 contributions but, 
anyway, I do state that we do not mind, as far as I can find out, 
paying another 1 or 2 percent if it is needed, although we do not think 
that it is needed. 

I just want to very briefly answer a couple of objections that have 
been raised in the past to 30 years’ retirement. Mr. William J. 
Kennedy, president of the Retirement Board, stated: 

It is sufficient to say that the effect of this bill 
our pension conference bill, S. 2055 in the Eightieth Congress 
would encourage men to leave the industry while still in good health and at a 
relatively young age, when their service to the industry would be most useful. 
And this the Board considers undesirable. 

Well, our answer to this is, Senator, that we feel that a person should 
retire in good health. And secondly, as we pointed out previously, 
the average age would be between 58 and 60. 

Now, we know, Senator, that, even though we had 30-year retire- 
ment, everybody would not retire. As a matter of fact, they all 
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don’t retire now, even at age 65. But we do know that there are 
many workers who are old at age 55, and also there are a lot of workers 
who are still young at 65 and 70; many of the latter will not retire 
We know they won't retire. But still and all, we feel that a man is 
worth it after giving his life to the railroad industry or to any 
industry; and also that if a man after 30 years of service feels as though 
he is physic ‘ally tired and wants to get out and retire, even though he 
may be in fairly good health, we feel that he should have that 
opportunity. 

Another argument that was given is that it is highly undesirable to 
encourage excessive separations from the industry of workers when the 
industry can ill afford to spare them. We feel that argument doesn’t 
hold water. We think it is very absurd. As a matter of fact, here 
about 2 or 3 weeks ago, we all read in the New York papers where the 
New York Central Railroad plans to lay off thousands of workers 
despite the fact that they had increased business during that month 
comparatively to the year before, and even though they had more 
profits. Since 1926 over 700,000 railroad worke rs have been driven out 
of the industry. During this period, the volume of traffic has in- 
creased almost 90 percent, showing the tremendous increase in the 
productivity per worker. Yet wages did not increase in proportion. 
So in other words, we feel that that argument by Mr. Kennedy is not 
at all sound. 

Also we want to point out that all Diesel railroading is likely, within 
10 to 15 years, and some estimations I have seen on it are that they 

aim it will abolish 45 percent of jobs of those who work in engine 
service alone. 

Now, with Diesels, trains will be doubled and tripled, road and yard 
crews will be cut in half, to say nothing of the jobs that will be abolished 
in the mechanical and clerical forces. 

So therefore, Senator, we feel that railroad retirement benefits 
should be at half pay, and based on the highest 5 years of earnings. 

Now, in closing, Senator, I want to make a request of the committee. 
At the hearings last week, Mr. Robertson brought out, and we were 
glad he did, a reference that a survey should be made by a joint 
Senate and House committee in reference to social security and rail- 
road retirement and other pension systems. Back in 1948, the Senate 
Advisory Committee advised that railroad workers should or could 
receive old-age and survivor benefits, and that the retirement system 
should be a joint affair, as | understand it. As I understand it, under 
the present system, we could buy old-age and survivor benefits with 
that amount of taxation and then in addition buy more benefits. 
And our proposal is this: We would like to know just how much bene- 
fits we could buy over and above social security. In other words, 
we would maintain the Railroad Retirement Board. 

Now in other industries, railroad workers, like in steel and auto, 
get a second pension, which is paid exclusively by management. But 
under our proposal, however, the extra benefits over and above social 
security would not be paid exclusively by the carriers. In other 
words, we would be paying for them on a 50-50 basis, the same as we 
are doing now for railroad retirement benefits. So we would like to 
have a study made, Senator, to find out just what we could purchase 
in benefits over and above what we would pay for the old-age and 
survivor benefits. 
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Now, the conference does not, at this time, recommend that such 
be done, because we don’t know what could be bought. So therefore 
we would like to have, and we do request the Senate Labor Committee, 
Senator, to make such an inquiry. And as I understand it, I think it 
probably could be done in about 2 months. But I do want to 
state, Senator, that we do not want to hold up the hearings. We do 
not want to hold up the passage of benefits for the railroad workers. 
So we feel that if this study could be made, the brotherhoods and the 
Railroad Retirement Board and all concerned and ourselves would 
know what the facts were, what it could buy, then perhaps next year 
we could come back to Congress and, with the facts on hand, make 
other suggestions for railroad retirement. 

Senator, we do want to thank you for permitting us to speak, and 
we hope also that, when the committee does report a bill out, in addi- 
tion to other benefits that have been proposed, the committee will 
throw out this 1924 to 1931 period, and that at least you will reduce 
the age of retirement to the age of 60. 

Senator Dovetas. Thank you. 

Mr. Carrer. Thank you very much. 

(The prepared statement of Mr. Carter follows:) 


STATEMENT OF CLARENCE B. Carter, NATIONAL SECRETARY, RAILROAD 
PENSION CONFERENCE 









We are deeply concerned in having Congress bring our Railroad Retirement 
Act up to date to meet present-day needs. 

We appreciate the fact that the Seventy-ninth and Eightieth Congresses enacted 
certain amendments beneficial to railroad employees. Nevertheless, we must 
point out that these changes failed to remove the basic defects of our retirement 
act. They did not lower the age requirements nor did they provide sufficient 
annuities. Therefore we again ask Congress to enact amendments providing 
retirement after 30 years of service regardless of age, at half pay based on our 5 
years of highest earnings. 

This is a sensible and practical request as these benefits have long been needed 
and desired by railroad workers. In 1950 over 300,000 railroaders signed petitions 
urging enactment of these benefits. 

























TRAINMEN SUPPORT 30-YEAR, HALF-PAY BENEFITS 








The Brotherhood of Railroad Trainmen at their twenty-ninth convention 
held in Miami went on record in favor of 30-year, half-pay retirement benefits. 
On October 27, 1950, the convention adopted Resolution No. 37 which reads as 
follows: 

“Resolved, That this convention direct the president of the brotherhood to 
immediately contact all the executives of the Brotherhood of Locomotive En- 
gineers, the Brotherhood of Locomotive Firemen and Enginemen, the Order of 
Railway Conductors, and all other unions interested to unitedly institute a move- 
ment to secure an annuity based on the five highest years of earnings at half-pay, 
and 30 years of service, regardless of age.” 

The Dining Car and Railroad Food Workers Union is also on record favoring 
enactment of these proposals. Daniel Benjamin, national vice president, informed 
the conference that his union favors 30-year, half-pay retirement, and that he 
pledges full support for same. 





PRESENT BENEFITS 





The passage of our Railroad Retirement Act in 1937 was intended to provide 
railroad workers with old-age security upon retirement. After 14 years of 
operation, in meeting its first major test, it is found inadequate. 

Our present average annuity is only $83 per month or about $20 per week 
(Railroad Retirement Board Annual Report fiscal year ending June 30, 1950 
Maintenance-of-way laborers received an average of $57.62 per month or about 
$13.40 per week. Dining-car service, waiters, and kitchen helpers averaged $49.15 
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per month or $11.43 a week. Only 29 percent of railroad employees received over 
$100 per month tetiring age for these benefits is age 65 for male employees and 
age 60 for female employees. Earlier retirement is granted for disability. Thus, 
this is the railroad worker’s reward after 30 years of service and giving the best 
years of his life to the welfare of the general public and the railroad management 
In comparison, a retired worker in mine, steel, auto, electric, and other indus- 
tries receives a minimum pension of $100 per month including social security, 
others receive a minimum of $125 per month plus hospitalization and life insurances 
paid exclusively by management. Further, many municipal and State worker 
retire at half pay after 25 vears of service, and Army and Navy personnel ca 
retire after 20 years of service. Also, Members of Congress receive far superior 
retirement benefits than do railroad employees; however, we are not asking Con- 
gress for such liberalizing at this time. Under social security the wife of the 
annuitant when reaching age 65 gets one-half of the husband’s benefits. Rail- 
road workers’ wives at age 65 do not receive like benefits, therefore Congress 
should make such available for the wives of retired rail employees. Certainly a 
railroad worker’s occupation is as hazardous and of similar public value as those 


above to receive like benefits. 


PRESENT BENEFITS DO NOT MEET PRESENT-DAY NEEDS 


Mr. William J. Kennedy, Chairman of the Railroad Retirement Board, summed 
it up accurately when he stated the following at the Senate hearings in May 
1948: “I submit that the present situation offers very little incentive for older 
men to retire from service. Those who have already retired have been unfor- 
tunately trapped. * * *” (p. 8, Senate hearings, May 1948). While this 
statement was made in 1948, railroad workers know it is still very true today. 

The Brotherhood of Railroad Trainmen stated the following in Trainman News, 
June 5, 1950: ‘Soaring living costs have imposed severe hardships on railroad 
workers, but the pensioners who must try to get by on an income fixed over a 
decade ago when the dollar brought twice as much as today is in desperate 
position,” 

Attorney Lester P. Schoene, representing the 21 railroad brotherhoods at the 
Senate hearing, May 1948, testified: ‘‘The system now fails to meet the purposes 
for which it was set up. The pressure to remain in active service beyond the 
period when the individual should retire is too great, and the superannuated 
workers are not being taken out of the industry as they should be, and the oppor- 
tunities for promotion of the younger workers are being blocked. In other 
words, we are back substantially to the kind of conditions that gave rise to the 
necessity for setting up this system in the first place’’ (p. 56, Senate hearings, May 
19, 20, 21, Senate Labor Committee). 

The Honorable Representative James E. Van Zandt, testifying before the House 
Interstate and Foreign Commerce Committee hearings June 1948, said, ‘“‘ Yesterday 
morning at 7:30, just prior to my departure from Altoona to Washington, I had a 
retired gentleman visit me, and he pointed out that he and his wife were living on 
what might be termed one meal per day, as the result of the meager benefits that 
he was receiving. He pleaded with me to have Congress do something to relieve 
not only himself but many others who are trying to exist on this meager pension.” 

WHY HALF PAY BASED ON OUR 5 YEARS OF HIGHEST EARNINGS 

The primary purpose of this proposal is, in the main, increase the annuities 
paid to the most of the retired railroaders (see p. 2). They are so low that many 
railroad workers, although qualified to retire, are forced to continue working 
despite ill health. 

When our Retirement Act was enacted in 1937 it was pioneer social legislation 
and was admitted to contain many flaws which would naturaily be corrected as 
time passed and need for change became evident. 

One of the most glaring faults of our Retirement Act which Congress has failed 
to correct is the method of computing annuities. In 1937, it was difficult to 
estimate, from earlier records, the basis for computing annuities. 


YEARS 1924 TO 1931 USED TO COMPUTE ANNUITIES 


In 1937 when our Railroad Retirement Act went into effect Congress chose the 
years 1924-31 as base years on which to compute railroad retirement, This 
period has not been changed and it causes great hardships through low and unfair 
annuities. It has foreed many retired to seek another job, and prevents many 
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today to apply for retirement. The years 1924-31 included the lean years when 
low incomes prevailed, and depression years afforded little opportunity for full 
employment and job advancements. Since 1937 railroad wages have increased 
several times; however, railroad retirement annuities have not increased propor- 
tionately. The retired railroad employee was certainly the ‘‘forgotten man.” 

Railroad workers across the Nation maintain it is grossly unfair for Congress 
to constantly tax an individual on his highest income and then use his lowest 
income years to reduce his annuity. While it may have been fair in 1937 to use 
these years, it is most unfair to continue this practice today when new conditions 
exist. 

The Railroad Pension Conference requests Congress to discontinue the practice 
of using the years 1924-31 as a base for computing railroad retirement, and 
instead use our 5 years of highest earnings. Our annuities would then be more 
in proportion to the taxes we now pay. Civil Service uses the 5 years of highest 
earnings as the yardstick for computing their benefits. We request Congress to 
bring our Railroad Retirement Act into line. 


WHY 30-YEAR RETIREMENT REGARDLESS OF AGE 


Thirty-year retiremerit regardless of age, rather than retiring on the basis of a 
mathematical figure (age 65), is needed and desired by the railroad workers. 
Railroad workers are taxed on the basis of years of service, but retired on the 
basis of age. Congress is being most unfair to railroad workers. Further, 
Congress forces an individual to pay into the fund after age 65 but will not give 
him any credit for his taxes after this age. Certainly anyone can see the gross 
unfairness of this procedure. Therefore, we call upon Congress to correct this 
fault at once. 

Secondly, under our present set-up, retirement is nonexistent for nearly one- 
third of the railroad industry. These workers are making an investment in a 
nonexistent future. 

The Railroad Retirement Board statistics in the March 1950 issue of the 
Monthly Review shows the following: 

Out of 100 railroad men 

30 years old, 31 will not live to age 65. 
10 years old, 29 will not live to age 65. 
50 years old, 24 will not live to age 65. 

We point out here that the average age of a person entering railroad service is 
28 to 30 years of age. Therefore, the average age for retirement after 30 years 
of service, regardless of age, would be between age 58 and 60, surely a timely age 
to retire. (From the annual report Railroad Retirement Board, June 30, 1946, 
p. 123.) 

Many railroad employees, unlike workers in other industries, are required by 
law to take rigid physical tests, usually every 3 years. In many cases where a 
railroader has been sick or injured he is often compelled to get a yearly, and in 
some cases, quarterly or even monthly examinations by the company doctor. 

Third, railroad employment, unlike many other industries, is guided by sen- 
iority, displacement rights, spare boards (extra lists It involves extremely 
hazardous occupations with many years of night work and broken hours 

To express these statistics in human terms, let us use Casey Jones, railroad 
fireman, as an example. When entering railroad service, Casey would first be 
placed on the fireman’s extra list subject to call at all hours of the day and night, 
regardless of the mileage of his division. He may spend days away from home 
for which he has to pay his own expenses. As railroad work is seasonal, whole 
sale lay-offs take place, therefore, Casey Jones is laid off for several months, some 
times for a year or more. After each lay-off Casey goes through the same routine 
explained above which usually takes many years. After he finally owns a regular 
job or run as a fireman, he is then forced to qualify as an engineer or lose all his 
seniority rights. After qualifying for engineer, Casey is put on the engineer’s 
extra list and he goes through the same routine as when he was on the Fireman’s 
extra list. Again, seasonal lay-offs force him back as a fireman. Therefore, 
Casey Jones has to be well along in years of service and age before he can hold 
and select the best paid runs. The same story is true for employees in train 
service. 

In the nonoperating departments the craft system prevails for Fred Smith, me 
chanic. First he must serve as an apprentice or helper for a period of 4 years 
with limited rights usually at relatively low wages After this period Fred Smith 
is considered as a journeyman. As such, his seniority is placed on the roster at 
various points on the division. When layoffs occur he can be displaced by any 
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workers his senior on his division and he can work only where seniority permits, 
even though it may be many miles away from home at his own expense. There- 
fore, Fred Smith, mechanic, may find himself working near home in the summer 
months and in winter months in another city many miles away from home. 


RAILROADING HAZARDOUS 


{ailroad employment is dangerous and hazardous. Government figures show 
that 568 railroaders were killed and 30,000 injured in the one year 1948 alone. 
High premiums for railroad men for insurance testify to the hazard of the occu- 
pation. 

Another example is the train dispatcher. Mr. Carey McCord writing for In- 
dustrial Medicine stated that 81 percent of all train dispatchers examined have 
a high incident of nervous disorders directly attributed to their occupation. 
Whereas the life expectancy of the average worker is about 66 years of age, the 
average life expectancy of the train dispatcher is 51. Likewise, other railroaders 
with their responsibilities are also subject to tensions since they know the grave 
responsibility involved in the safe transportation of life and property across our 
great Nation. Thus, railroaders should be entitled to earlier retirement commen- 
surate with this great public service. 

At one of our pension conference meetings a Railway Express employee stated 
that only one worker at his point had reached age 65 in the last 25 years. 


WIDOWS NEED IMPROVED BENEFITS 


Another defect in our Railroad Retirement Act which Congress has failed to 
correct is the matter of irvivor be nefits. The benefits received by widows is 
disgracefully shocking. The amount received is a mere pittance and they must 
vait until age 65 if she lives that long. The annual report of the Railroad Retire- 
ment Board June 30, 1950, reports that 72,700 aged widows receive only $29.53 
per month or a little over $7 per week. Another 4,500 survivors (optional annui- 
h or a little over $9 per week. 
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NT BOARD ADMITS CONSERVATISM 


The following testimony offered by the Railroad Retirement Board at the 
Senate hearings in May 1948 reveals how conservative they administer the 
Railroad Retirement Act and fund. 

We quote from the Railroad Retirement Board: 

“Tt should be emphasized that the Board believes that in making cost estimates 
and determining tax rates, it should use conservative assumptions. 

‘“* * * it is impossible to fix any tax rates which can be precise for 30, 50, 
or 100 years. Assumptions must be made since it is impossible to know for even 
i year how all the factors involved will change. But regardless of how carefully 
they are worked out, they are obviously only assumptions and cannot possibly 
be exact. 

“The Board believes the account will be adequate for probably 40 years from 
now and that there will probably be a large reserve at the end of that time.” 
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Mr. Edward Schreiber, counsel for the Retirement Board, stated: ‘‘That 
payroll estimates have been made on a most conservative basis. If, instead of 
being conservative as the Board was in all its estimates, the Board had been less 
conservative and had estimated a greater future payroll, the result would have 
shown a greater than | percent overfinancing at present, maybe 2 percent and 
conceivably 3 percent.” 


BROTHERHOOD’S TESTIMONY SHOWS BOARD CONSERVATIVE 


The brotherhoods, through Attorney Lester P. Schoene, testified at the May 
1948 Senate hearings asfollows: * * * ‘‘The Board has not made any allow- 
ance for the wartime and postwar experience with the respect to rates of retire- 
ment for age of deferment annuity. There is no doubt about the fact that that 
experience has operated definitely in the direction of reducing cost. And it is not 
merely a wartime phenomenon; it has continued in the postwar period, and there 
are indications that there may be permanent readjustment. Those factors are 
of such importance that they could operate to reduce cost by as much as 
one-third.” 


TRAINMEN STATE RETIREMENT SET-UP CAN AFFORD MORE 


The Brotherhood of Railroad Trainmen in their weekly organ Trainman News, 
June 5, 1950, stated: ‘‘Railroaders are entitled to more and we’re sure that the 
retirement set-up can afford more. Actuaries and economists of the Railroad 
Retirement Board are attempting to slow matters up by insisting that an increase 
in benefits must mean an increase in taxes. They maintain that 
ystem by 1964 disbursements will exceed taxes, that the resery 
be close to $6 billion and such reserve will continue to increase an 
about $7.6 billion in year 2005. The maximum disbursement load will be reache 


at that time. Setting up reserve liabilities for 55 vears 
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In view of the facts q 1ioted on page f this r port, 
assumes that 30-year, half-pay benefits can be given wit! 
1 tax or jeopardizing our retirement account in the f 

Under the present set-up we are not only building a 
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instead, has been carried by the working railroa and 
their contribution rates. Also, in 1937, the railroads sadd 
transferring 48,500 pensioner 194 report, Railroad 
their former private pension systems onto the Federal r 

The manifest unfairness of this was well set forth by 
Crosser in a letter from him to Representative R. J. Welch, date 
wherein he states: ‘“* * I 
retirement account in the Treasury, which consists excl 
tions of the railroads on one hand, and their employees on t! not only 
the annuities which are based on railroad service since Januar 937, the date 
when the contributions began, but also (2) annuities which are | he rail- 
road’s prior obligations, that is, the accumulated (pension cre¢ service before 
1937, and (3) another of the railroad’s obligations, that is, the pensions up to 
$120 a month, of all previously retired employees who were on the railroad’s 
private pension (gratuity rolls). Since the obligations in the last two catagories 
are those of the railroads only, they should have been borne by the railroads them- 
selves, but railroad employees have paid and are continuing to pay one-half of 
these obligations.” 

Concerning the facts revealed by Representative Crosser above, Attorney 
Schoene stated at the May 1948 Senate hearings: ‘‘The railroads made a pretty 
tough bargain with us back in 1937.” 


there have been and are being 
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Yes, the railroad workers are ‘“‘getting it in the neck’’ all around, and the rail 
roads sure made it bought for us back in 1987. We think it is about time Con- 
gress made the railroads pay their own obligations mentioned by Representative 
Crosser. 

Railroad workers do not mind paying an additional 1 percent (if it is needed 
for 30-year half-pay benefits. However, it seems to us that the railroads should 
be made to pay the entire cost for same. Yet, as stated above, we believe no 
extra tax increase Is necessary. 


ANSWERS TO CERTAIN OBJE( an RAISED BY RETIREMENT BOARD IN 1948 


We wish here to answer certain objections of the Railroad Retirement Board 
made to 30-vear, half-pay retirement, at the hearings before the Senate Labor 
and Public Welfare Committee, May 1948. 

1. ‘‘The Board does not believe, however, that taxes under the Railroad Retire- 
ment System should be increased at this time.”’ 

Answer: From our observation, we find that most railroaders would not object 
to paying another l-percent for 30-year, half-pay retirement benefits. There- 
fore, for whom is the Board speaking, the railroad bankers? (Please note, we 
don’t think a tax increase is needed.) 

2. Mr. William J. Kennedy said “‘it is sufficient to say that the effect of this 
bill (pension conference bill S$. 2055, 80th Cong.) would encourage men to leave 
the industry while still in good health, and at a relatively young age when their 
service to the industry would be most useful; and this the Board considers unde- 
sirable.” 

Answer: When does he want us to retire, when we’re ready to die? Retirement 
can best be enjoyed when in good health and the pension conference wants rail- 
roaders to be able to enjoy retirement for many years. Second, the average age 
for retirement would be between ages 58 and 60, a reasonable age for retirement. 

3. “It is highly undesirable to encourage excessive separations from the industry 
of workers whom the industry can ill afford to spare.” 

Answer: Rubbish; this argument is absurd today, in 1951, as when it was made 
in 1948. Has not the New York Central Railroad recently announced it would lay 
off many thousands of workers, despite increased business and profits? Further, 
it is a fact that over 700,000 railroaders have been driven out of the industry in the 
past 30 years. During this period the volume of railroad traffic increased almost 
90 percent, showing the tremendous increase of productivity per worker, vet wages 
did not increase in proportion In other words, about half the 1920 labor force 
is handling twice as much traffic, which means the productivity per worker has 
increased almost three times. 

Second, all-Diesel railroading is likely within the next 10 to 15 years which it is 
claimed may abolish 45 percent of those in engine service alone. With the 
Diesel, trains will be doubled and tripled, thus, road and yard crews will be cut in 
half, to sav nothing of the jobs abolished in mechanical and clerical forces. 

1. The Retirement Board also assumes that many of those retiring after 30 vears 
of service would seek employment elsewhere and then in later years receive two 
pensions 

Answer: The pension conference feels this theoretical assumption is an assertion 
with little factual foundation. 

There will be little inducement for a retired railroad worker, untrained in a trade 
outside of railroading, for which he has given the best 30 years of his life, to com- 
pete at later years with workers in a new and different industry and craft for which 
he is untrained, when he can continue to work if he chooses, with top seniority of 
jobs, choice runs and pay. Furthermore, ample evidence is given throughout the 
Nation as employers are reluctant to hire an individual over 40 years of age, 
especially a new and untrained person. Also, eligibility and age requirements in 
civil service make it almost impossible for retiring railroad workers to qualify for 
employment in that field. 

We wish to point out here that the benefits we ask Congress to enact are in- 
tended to eliminate the need for retiring railroaders to seek other employment. 

We must emphasize that under the legislation we propose retirement is not 
compulsory and that many will not seek retirement even though they have 
completed 30 vears of service. In other words, there are many railroad workers, 
who because of their job, or for physical reasons and spiritual health, are old in their 
fifties. On the other hand, there are those who are young at 65, and over, and in 
good sound health with choice seniority and jobs who do not want to retire after 
30 vears of service and will not retire after 30 vears of service. 
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FUNCTION OF BOARD ADMINISTRATIVE 


The pension conference feels that the main function of the Railroad Retirement 
Board is to concern itself with the administration of the act, and it is not their 
function to editorialize as to whether workers should retire at an earlier age while 
in good health, especially since the Board members and their employees receive 
better pension benefits than we in the rail industry get under the very act they 
are administering. 

We further point out that Mr. William J. Kennedy, Chairman of the Retire- 
ment Board, proved that the intention and purpose of the 1937 act has not been 
achieved. He said, “A retirement system normally is intended to enable the 
retirement of superannuated employees so as to provide opportunities for the 
promotion of younger men, otherwise the industry would be burdened with an 
unduly large number of men in the older years. With this in mind, retirement of 
such employees should be encouraged. It is startling, but nevertheless a fact, 
that there are now more living presons over 65 who have credits under the Rail- 
road Retirement Act but who have not applied for annuities than there were when 
the 1937 act was adopted. There are now approximately 90,000 such persons, 
over 60,000 of whom are still working on the railroads’ (Senate hearings, May 
1948). 

In view of the facts contained in these 10 pages we call upon Congress to enact 
legislation providing retirement after 30 years of service regardless of age at half 
pay based on the 5 years of highest earnings as stated in the trainmen’s resolution 
(p. 2). 

Senator Dovetas. Mr. Julius Edelstein, who is the administrative 
Assistant to Senator Lehman, is here. Senator Lehman intended 
to make a statement and offer testimony before the committee, but 
he has been called to Geneva to a meeting of the World Health 
Organization. Mr. Edelstein is here acting in his stead. Mr. 
Edelstein. 


TESTIMONY OF JULIUS C. C. EDELSTEIN, ADMINISTRATIVE 
ASSISTANT TO SENATOR LEHMAN 


Mr. Epetstre1n. Thank you very much, Mr. Chairman. 

Senator Lehman’s last act before he left for Geneva was that he 
was very anxious that his statement be read into the record, and for 
me to express in his behalf his hope that legislation along the general 
lines of that before the committee, and specifically based on the 
principle of S. 1347, of which he is a cosponsor, be reported out by 
this committee. He drafted this statement, which he asked me to 
read to the committee: 


STATEMENT OF Hon. Herpert H. LEHMAN, A UNITED States SENATOR FROM 
THE STATE OF NEW YORK 


Mr. Chairman, I was pleased to join with the distinguished group of Senators 
who introduced 8S. 1347, the railroad retirement bill. This bill is designed to 
perfect and improve the Railroad Retirement Act. I am advised that long and 
careful study by some of the Nation’s outstanding experts in railroad pension 
and actuarial matters went into the drafting of this legislation. 

I have always been interested in retirement and social security legislation 
and specifically in the Railroad Retirement Act. It gives me special pleasure, 
therefore, to join with a number of my colleagues in sponsoring 8. 1347. I 
might recall for the benefit of the committee that in the last session of Congress 
I had the privilege of sponsoring and fighting for numerous amendments to the 
Social Security Act. The proposed amendment to the Railroad Retirement Act 
is parallel legislation, designed to adjust the pensions and retirement benefits 
under the Retirement Act to the realities of the present day, with the greatly 
inereased costs of living. 

S. 1347 is not the only proposal for amending the Railroad Retirement Act 
pending before the committee. There are a number of others. I am sure that 
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all of them have merit and sound purpose. They certainly share the common 
aim of improving the lot of the railroad workers who are retired and who may 
expect to retire in the coming years, ‘and in this aim I wholeheartedly share. 
I am confident that the committee will give serious and devoted study to all 
these proposals, including 8. 1347, so that whatever legislation is finally recom- 
mended by this subcommittee to the full committee will have the benefit of 
study and analysis from all angles and will reflect the best thought not only of 
the members of the subcommittee but of all those who have an interest in this 
matter. 

In amending the Railroad Retirement Act, however, caution must be exercised. 
This is not a simple law. The system of protection for railroad employees has 
been worked out over the years as a result of careful and intensive study and review. 
The financial integrity of this sytem must be safeguarded. Easy pension schemes 
can be highly delusive and work havoe with the whole system, resulting in disaster 
for all. The goal must be the maximum amount of coverage for the most people 
with the means at the disposal of this fund. 

I understand that 8. 1347 was drafted after prolonged study by representatives 

of the Railroad Retirement Board, the Railroad Labor Executives Association, 
and the professional staffs on Capitol Hill. Our bill proposes increased benefits 
where they are most needed. Substantial increases in annuity allowances are 
afforded to all beneficiaries but the major relief is given to the widows and chil- 
dren. They are the one who need it most because in most cases they have no 
additional sources of income. I believe firmly that this must bea primary objec- 
tive of any amendments which are adopted. 
8. 1347 provides an average increase in benefits of approximately 14 percent in 
all categories. The benefits for survivors—widows and children—are increased 
by at least 60 percent. This would assure that the payments under the act 
would be at least equal to if not better than social security coverage. 

In the recent amendments to the Social Security Act we recognized the problem 
presented by an insured person who reaches the retirement age and has a spous 
who is also over 65 \ provision in $. 1347 makes a similar correction in the 
railroad retirement system 

We are advised by the actuarial experts that the increased benefits provided 

der 8S. 1347 can be made available without increasing the tax rate on the em- 

s. Obviously the committee will want to study this phase of the matter 
carefully. We will want to be sure that what the experts say is, in fact, true 

s obvious that the retirement system must be improved and brought up to 

must be brought into line with the current realities in the cost of living. 

ust also be made, where justified, to liberalize the act and to bring it more 

ine with our developing social philosophy. But at all costs we must pre- 
rve the integrity of the act and of the funds provided under the act. The 
ailroad workers of the future those who will become beneficiaries after they reach 
age nd 1 us just as much as do those who have already 

retirement age. We must not yield to impulses if by so doing we 
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tion, 


Senator Dovetas. Thank you very much, Mr. Edelstein. 

I want to make a part of the record at this point a statement by 
Senator Kilgore. 

(The statement of Senator Kilgore follows:) 


STATEMENT OF Hon. HARLEY M. Kitcore, A UNITED STATES SENATOR FROM THE 
STATE OF West VIRGINIA 


Mr. Chairman, I appear today in support of 8. 1347, a bill to amend the Railroad 
Retirement Act. As you know, the system of retirement protection on the 
Nation’s railroads was the forerunner of modern old-age protection. I am proud 
of the part that I have been able to play in the development of this system. 

Because of the interest that I have had in this system for a number of years, I 
have approached any amendments to the act with great caution. Frankly, I am 
first of all interested in the soundness of the system. Our first goal must be to 
insure that this fund will be able to handle the load that the next half century will 
place on it. The railroad men and women are paying a very substantial tax rate 
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toward their retirement system in comparison with other industry. Accordingly, 
it is fitting that benefits under their system be as good or better than other systems. 

There is at this time pretty general agreement among responsible experts in this 
field that it is possible to increase the benefits under the railroad retirement system 
without increasing the tax rate. The method of allocating the funds available for 
increases seems to be the point at issue. There are several approaches put forth 
by responsible people and other suggestions by persons who are not so responsible. 
After careful consideration, I have determined that the suggested improvements 
as contained in 8. 1347 is the proper course. For that reason, I am pleased to 
have been an original sponsor of the bill. 

S. 1347 contemplates a socially conscious approach to increasing these benefits. 
It says, in effect, let us give the increases to those who need them the most, at the 
same time let us give all annuitants a substantial increase. While doing this, the 
bill improves the treatment of other problems, notably that of a retired employee 
with a wife over age 65. In addition, 8. 1347 recognizes important economic 
changes in the railroad industry and makes needed changes in the act to bring the 
system more up to date. 

The cost features of any bill to amend this act must, of course, be our primary 
concern. For my part, and I am sure for Congress as a whole, we have always 
relied largely on the advice of the Railroad Retirement Board. The Board has 
a remarkably good record of advising Congress in cost features of the adminis- 
tration of the act. The same general method of cost projection has been used for 
a long time and has always proven reliable. 

As you know, the Railroad Retirement Board has now advised this committee 
that 8. 1347 is the only bill which meets vital tests necessary in considering a1 
ments to the act. We must rely on this information. Standards of judgment in 
dealing with this matter must be maintained. We must resist panaceas that are 
not put forth in good faith. Care should be taken to examine vigorously any 
proposal in this field in the light of our responsibilities as Senators We 
not be swept away by glib promises of a chicken ir verv mw We 
certain that we will have the money to pay for any benefit I 
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‘‘* * * an adopted 
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There is more than a ; 
ence to the eligibility of survivors as 
It is important to note, however, that 
would in no way remove any necessary or im] 
vent other than bona fide survivors from sharing in its | 
fits would in no way be altered. This amendme1 
adopted child of a deceased individual (covered by the a ire j 
fits, even though the child was not adopted for the 12 months immediately pre- 
ceding the month in which the covered individual died. 

This amendment would require that, in order to be ‘ligible, an adopted child 
would have to be the survivor of an individual whose death resulted suddenly 
from an accident. . Therefore, there would be no opportunity for a cover in 
vidual to initiate adoption proceedings after having met with an accident and in 
imminent fear or contemplation of death. In any event, the number of adopted 
children who would be brought under the provisions of the Railroad Retirement 
Act by this amendment would be very few indeed. 

Under the present Railroad Retirement Act, payments are being made regularly 
by the Board to natural children of employees, regardless of the relation of their 
date of birth to the date of death of the employee. Further, I understand that 
in a number of cases, payments are made to natural children even when born post- 
humously. The intent, therefore, it seems to me, is to make sure that every bona 
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fide survivor of a deceased employee is covered by the protective features of the 
act. 

As I mentioned previously, the instant amendment will not affect current 
standards in this regard, but will merely assure that they will be made available 
in those cases where an employee meets with sudden death a few months after 
adopting a child. 

In my opinion, the amendment has merit and is aimed to correct a very in- 
equitable circumstance, and I commend it to your committee for its serious study 
and consideration. 

Senator DouGcias. Now which witness wishes to appear first, Mr. 
Bronson or Mr. O’Brien? 


TESTIMONY OF DORRANCE C. BRONSON, ACTUARY, OPERAT- 
ING BROTHERHOODS, AND CLIFFORD D. O’BRIEN, COUNSEL, 
OPERATING BROTHERHOODS 


Mr. O’Brien. Mr. Bronson will be first, Mr. Chairman. | —_ 
like to mention one or two preliminary matters before we proceed, if 
I may. 

Senator Dovuauas. For the record, this is Mr. Clifford D. O’Brien, 
who is counsel for the Operating Brotherhoods? 

Mr. O’Brien. That is correct, sir. With me is Mr. Dorrance C. 
Bronson, who will identify himself before he gives his statement. 

The other day, Senator, you asked all parties in interest to see what 
they could find out about the accrued liability of the railroads’ private 
pension plans at the time the Railroad Retirement Act was enacted, 
and relieve them of that liability, whether it was voluntary, moral, o1 
legal. We have not been able to get a precise figure for you, although 
we did examine the legislative history of the 1937 act and the earlier 
acts. But I think we have a pretty close approximation. 

It depends on two assumptions, however, which I will have to make 
clear. In the 1938 actuarial valuation, unfunded liabilities for prior 
service as of January 1, 1937, were stated to be $3,389,000,000. That 
figure was attributable to the prior service of two groups of people, 
approximately 50,000 people who had been transferred from the 
carrier pension rolls, and those employees not then retired who would 
not have 30 years’ service prior to December 31, 1936; so that some 
portion of their railroad service was already on the rolls of the carriers, 
so to spe ak. 

We find also in the legislative history testimony by Mr. Murray 
Lattimer, the previous chairman of the Board, that in general the 
railroad pensions approximated 85 percent of the retirement benefits 
that the same amount of employment and earnings would have 
entitled the employees to under the Railroad Retirement Act. 

Senator Douaias. You mean that the private plans would have 
given them that? 

Mr. O’Brien. Eighty-five percent. And applying that percentage 
figure to the $3 billion and not quite $400 million, I got just under 
$2.9 billion, which is the figure if that 85 percent is right. 

There is one other factor involved in this, though, in frankness. 
The railroads had the policy by and large of retiring employees at 
age 70. The $3,400,000,000 figure assumes retirement at age 65. 
We cannot know what would have happened, but in the intervening 
years nearly all industry having private retirement plans of any sort 
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did reduce the retirement age to 65, and I think it is a fair assumption 
to say that the railroads might well have followed suit. 

The whole question of the existing private pension plans was 
explored quite thoroughly in the early legislative hearings, and we 
found, in case anyone ts interested, almost every piece of information 
except the precise one that you asked for. 

Also, as a preliminary matter, Mr. Bronson has asked me to, and 
I did, give to Mr. Matscheck and Mr. Musher a further assumed 
case, which he feels will help illustrate the interplay between the 
railroad retirement system and the social security system under 
S. 1347. I would like to file the original of that request for the 
record. 

Senator Doua.tas. Very well. 

(The material referred to follows:) 

May 7, 1951. 
Re RLEA 8. 1347—Further example. 

The Board has kindly furnished partial answers to our inquiry dated April 28, 
1951, for certain examples. This has been helpful in trying to understand the 
interplay under 8. 1347 between railroad retirement financing and social security 
financing. The two previous examples, however, did not go quite far enough and 
it would be appreciated if the Board could analyze one further example. ‘This 
would be similar to Case No. 2 except that death and retirement would occur 
subsequent to his attaining 10 years of railroad service. This question would 
therefore be set up as follows: 

Assume as Case No. 3 a man hired in railroad service in 1945, who earns level 
railroad compensation of $3,000 per year, and who from 1937 to 1945 earned level 
wages under social security of $2,000 per year who 

(a) died in 1956 at age 64, leaving a widow and child entitled to survivor 
benefits ; 
(b) retired in 1957 at age 65 with no living wife or child entitled to benefits. 

The operating organizations would appreciate this information. 

CiirrorD D. O’ BRIEN. 


(The following reply was subsequently submitted by the Railroad 
Retirement Board:) 


Case No. 3 


Employee was in social security employment in the years 1937-44, earning a 
level wage of $2,000 per year and began continuous railroad service on January 
1, 1945, at a level annual compensation of $3,000. 

(a) Employee dies on January 1, 1956, at age 64, leaving a widow and child 
entitled to survivor benefits. 
1. Employee and employer paid railroad retirement taxes of $3,675. 
2. Combined taxes on railroad service at secial security rates would have 
been $900. 
3. Combined taxes on social security employment were $320. 
4. Benefits under RRA would be: 
(i) Monthly benefits to widow and child from January 1, 1956, 
to date child attains age 18, $124.98. 
(ii) Lump sum payable at death, $249.96. 
(iii) Deferred annuity to widow at age 65, $62.49. 
5. Benefits under SSA would have been: 
(i) Monthly benefits to widow and child from January 1, 1956, 
to date child attains age 18, $108.80. 
(ii) Lump sum payable at death, $217.50. 
(iii) Deferred annuity to widow at age 65, $54.40. 

SSA would reimburse the Railroad Retirement Board at benefit rates shown 
in item 5. 

(b) Employee retires at age 65 on January 1, 1957, with no living wife or child 
entitled to benefits. 

1. Employee and employer paid taxes of $4,050 on railroad employment. 

2. Combined taxes on railroad service at social security rates would have 
been $1,020. 
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Combined taxes on social security employment were $320. 

Benefits payable by RRB: 
(i) Retirement annuity beginning at age 65, $57.60. 
(ii) Lump-sum benefit payable at death, $764.04. 

Benefits that would have been paid by SSA on combined earnings: 
(i) Primary insurance benefits beginning at age 65, $72.50. 
ii) Lump-sum benefit payable at death, $217.50. 

6. Benefits simultaneously payable under SSA on social security earnings 
alone: (i) Primary insurance benefit beginning at age 65, $43.10. 

SSA would reimburse the Railroad Retirement Board at rates equal to the 
excess of the benefits in item 5 over the benefits in item 6. 

Senator Dovatas. May I ask this: When your estimate of the lia- 
bility of the railways amounted to 85 percent of the 3.4 billion, did 
that assume that all employees of the railways were covered by and 
eligible under the private pension plans? 

Mr. O’Brien. Yes, sir; I guess it does. It assumes the 50,000 pen- 
sioners actually taken over, and the prior service of the employees 
on the rolls as of January 1, 1937. 

Senator Dovetas. Of course, not all those are eligible under the 
private plans. 

Mr. O’Brien. The legislative history indicates that between 90 and 
95 percent of the railroad mileage had some sort of a private pension 
plan. 

Senator Dovetas. But not universal. The plans were not uni- 
versal. 

Mr. O’Brien. No, but the testimony in the hearings indicates that 
from 90 to 95 percent of the mileage in the United States did have 
some form of plan or another. Of course, the plans themselves varied 
enormously. 

Senator Dovetas. Thank you very much. 

Mr. Bronson? 

Mr. Bronson. Mr. Chairman, my name is Dorrance C. Bronson. 
T am an actuary and a member of the Wyatt Co., actuarial consult- 
ants here in town and in Chicago and Detroit and New York and 
Cleveland. 

Senator Dovuaias. Who are some of your clients? 

Mr. Bronson. Our clients are mixed between employers and union 
groups. Do you want me to name some employer groups? 

Senator Doua.as. Well, if you care to, if that is not betraying a 
confidence. 

Mr. Bronson. No, indeed. There is nothing confidential about it. 
I will just have to think a little about some names to give. Repre- 
sentative names of employers might be the Hoover Co. in Canton, 
the Nash-Kelvinator Corp., General Motors Corp., Timken Detroit 
Axle, several banks. We have done work for the IBEW union group, 
and several others. In other words, our actuarial practice is of a 
fairly wide scope. 

Senator Doveias. You are a member of the Actuarial Society? 

Mr. Bronson. I am a fellow of the Society of Actuaries, as it has 
been renamed. 

Senator Dovetas. That is the house of lords of the Actuarial 
Society, as distinguished from the house of commons? 

Mr. Bronson. Well, perhaps it is the labor union. 

I was also assistant actuary of the Social Security Board for a 
number of years, prior to which I was assistant actuary for a large 
insurance company, the Travelers, of Hartford. 
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Senator Dovatas. I think you have qualified yourself. 

Mr. Bronson. I have been in the field of pensions for 20 to 25 years. 

The operating brotherhoods engaged our actuarial consulting firm 
10 days ago, or somewhat more than that now, to examine the benefits 
and costs relative to this bill, S. 1353. As you know, this bill contains 
simple and straightforward amendments, easily understood and 
obvious in purpose. It proposes a 25-percent increase in benefits 
“across the board’’ (in only a few minor instances does it vary from 
the 25-percent figure). It is our understanding that the bill only 
enunciates the principle which the operating brotherhoods propose; 
that is to say, the 25-percent figure may be reduced and modified if 
the existing tax structure under the act would not support the full 
25-percent increase. We were given the assignment of examining 
this matter with two instructions: One, that if, in our opinion, a 25- 
percent increase was not within reasonable reach of the present tax 
structure, then what increase could reasonably be supported? Second, 
the soundness of the amended plan, relative to the degree of soundness 
of the present act, should not be diminished. Also, we are not un- 
mindful of the following opinion expressed in the actuarial advisory 
committee’s statement of December 23, 1949: 

Nevertheless, increased benefits for past service cannot be added indefinitely 
simply by capitalizing them as an additional accrued liability without weakening 
the financial structure of the retirement system and without an increasing proba- 
bility that it will not in fact prove self-supporting. 


As I] say, it was just over a week ago that we received this assign- 
ment and it is obvious from the necessary length of time indicated by 
other witnesses for studies of this sort that a completely rigorous anal- 
ysis from the ground up was an impossibility under the circumstances. 


Our approach, perforce, was to undertake as much research as time 
allowed, particularly an examination of the four triennial actuarial 
valuations which have been accorded the law thus far. Attention 
was focused on the assumptions which have entered into the level-cost 
concept for the system, on which level-cost basis its costs have tradi- 
tionally been expressed. These costs have been expressed as 10.80 
percent of payroll for the December 31, 1938 valuation; 10.21 percent 
as of December 31, 1941; 9.00 percent at December 31, 1944 and, 
following the broadened benefits and increased taxes of 1946 and 
taking account of the 20-percent increase of 1948, a figure of 12.72 
percent at December 31, 1947. The Board is now quoting, in 1951, 
a figure of 12.18 percent. That is the figure given on table Ll, which 
you had before you last week. 

It has been stated that for their instant estimates, the Board’s 
actuaries have held very closely to the assumptions contained in the 
fourth valuation as of December 31, 1947; the exception is the admis- 
sion—pro forma, at least—of a $5.2 billion valuation payroll for bene- 
fits and taxes. On this basis, the Board recently informed the operat- 
ing brotherhoods that the present tax structure—with what seems to 
be a traditional “tolerance’’ of one percentage point leeway above the 
tax rate—might support an increase in benefits across the board, of 
some 10 percent or, if the increase were confined to retirement benefits 
only; that is, excluding any increase for survivors, the benefit improve- 
ment might be 12.3 percent. Since then—in fact at the hearings on 
May 1—the Board submitted somewhat different cost figures which 
would appear to increase the 10 percent to 10.2 percent—that is for 
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the across the board—and the 12.3 percent to 13.7 percent. That is 
when survivors are excluded. 

Senator Douaias. I may say that as I understand it, these figures 
do not include savings which might be obtained by reaucing the bene- 
fits to those emploved for less than 10 years. Is that true? 

Mr. Bronson. That is correct, sir. This is taking the coverage 
as is, and across-the-board changes. 

I have mentioned a tolerance of 1 percentage point. While I have 
not been able to trace this back to the chapter and verse where it 
first appeared in any report or statement of the Board, my under- 
standing of it is that when a single cost estimate is brought out, the 
general admission —by actuaries and others—is that so many variants 
entered into the single result that a probable error of plus or minus 
| percentage point can be adopted as a practical rule. The extent 
by which the true costs of the future may vary from any single figure 
quoted today can, however, from other than theoretical techniques, 
be shown to be of considerable amplitude. 

Senator Douatas. I see Mr. Musher is in the room. 

Is that true that in your computations you generally overstate costs 
by 1 percentage point? 

Mr. Musuer. I did not understand the question. 

Senator Dovaetas. Is it true that in your computations you gen- 
erally overstate cost by 1 percentage point? 

Mr. Marscueck. We state it as accurately as possible, to the 
hundredth percent. 

Mr. Bronson. I didn’t mean to carry the thought, Senator, that 
it was an intentional overstatement, and perhaps what I say next 
may clarify that a little bit. 

Senator Dovuauas. In other words, you said this only in a Pick- 
wickian sense. 

Mr. Bronson. I said a probable error of plus or minus 1 percent 
was a reasonable range to consider, and I was trying to trace back 
where this 1 percent first arose. 

Senator Doua.ias. Go ahead. 

Mr. Bronson. I might read from the hearings on H. R. 6766 in 
1948, where Mr. Schoene, testifying, says this: 

Now, the Railroad Retirement Board has told us, and we agree with them 
that in view of the many hypothetical factors that go into such an estimate, and 
particularly in view of the very conservative nature of the estimate that I have 
made, that is, the tendency of their estimate to overstate the cost, that when you 
are within a range of about 1 percent of the established tax rate, you are on safe 
actuarial grounds. 

I merely cite that in trying to trace back where this 1-percent rule 
comes from. 

For example, the second valuation of the act as of December 31, 
1941, carried through two cost studies, one on the basis of a set of 
assumptions wholly favorable to the future experience and another 
set of assumptions of an unfavorable character. Neither of these, 
however, represented the extent of the possibilities under either ex- 
treme circumstances. In other words, they didn’t go the whole range 
from extreme to extreme. Without quoting the cost figures, which 
were only pertinent to the act as it then stood, we point out that 
there was a 4.1 swing in the percentage points between these two 
range figures, or, relatively, the high cost figure was nearly 30 percent 
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above the low-cost figure. When it came to the 1944 valuation, a 
range in the costs was also computed; this range indicated a percentage 
point differential between the high and the low of 3 percentage points, 
or a relative differential of about 3f percent from low to high. The 
fourth valuation, however, did not give us the benefit of a range which 
| feel to be unfortunate since the publicizing of a range brings home 
the great number of intangibles entering the computations and eluci- 
dates, in the spread of the resulting figures, the lack of omniscience in 
the actuary. 

It is from this important concept of the range that I believe the 
above-mentioned 1l-percent tolerance derives its rationale We infer 
therefore, that any cost figures put forward by the Board are clothed 
with this l-percent garment so that if we are able to find a little 
leeway in the unclothed estimate, we feel it suitable to measure the 
result from the standpoint of the l-percent tolerance. 

In our work, we have attempted to examine the rationale and 
statistical evidence as to each of the main assumptions going into the 
Board’s fourth valuation, that is, the December 31, 1947 assumptions 
and methodology. We include as exhibit A hereof a very brief sum- 
mary of, and commentary upon, these respective assumptions. 

And now with your permission, | would like to turn to exhibit A, 
which follows page 10 of the first part of this report, and take up the 
review of these assumptions. 

Senator DouGuias. That is page 10? 

Mr. Bronson. It is exhibit A following page 10 of the first part of 
the report. 

1. Background: In viewing costs of the act and/or proposed amend- 
ments thereto in the light of the year 1951, the actuary, in lieu of 
time and data for making an exhaustive study from first principles, 
must rely on the comprehensive studies and assumptions of the 
Board’s actuaries and on the experience of the past in comparison with 
such assumptions. It has been ascertained that the Board, in working 
out its 1951 estimates relative to costs—whether of the present act 
or of proposed amendments thereto—has followed very closely the 
valuation assumptions set forth in their actuaries’ fourth valuation 
report prepared as of December 31, 1947, and contained in the Board’s 
annual report for 1949. The main difference lies in the inclusion in 
current estimates of the results when based on an assumed valuation 
taxable payroll of $5.2 billion (the fourth valuation assumptions 
developed as a low payroll estimate of $4.2 billion and a high of $5.0 
billion; actually, the valuation was carried on an average of these two 
of $4.6 billion). 

In view of the above background, any cost-reducing elements dis- 
coverable at this time on the part of independent actuaries must 
derive from their review and analysis of the assumptions now obtaining 
with the Board’s actuaries which, as above mentioned, are mainly 
those of the fourth valuation. What follows herein is merely a listing 
of those assumptions and a brief commentary thereon, except that for 
two instances, where we feel that certain cost-reducing elements may 
be adduced, we discuss them at greater length. 

2. Mortality: Point (a), mortality before retirement. In earlier 
valuations, a mortality table for railroad employees had been devel- 
oped from insured experience for the industry and some evidence was 
at hand at the fourth valuation to indicate a lighter mortality rate 
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than such table had anticipated. Consequently, for the fourth valua- 
tion a slightly more conservative adjustment was made in said table. 
With the steadily improving mortality rates in the country—which 
improvement seems to be fairly universal by population and industry 
groups—there is no possibility of our suggesting the use of a heavier 
mortality than the afore-mentioned valuation basis. In fact, we feel 
in this respect that the valuation basis is insufficiently conservative 
to allow for the medical and health advances of the future. 

Senator Dovecias. To put this in simple terms, then, out of every 
100 entrants into the industry, you believe that a larger proportion 
will survive to the age of retirement than is allowed for under the 
actuarial estimates? 

Mr. Bronson. Yes, sir. 

Senator Dovuctias. And therefore that the fund will have heavier 
burdens from this factor (a) alone than what is contemplated in the 
estimates? 

Mr. Bronson. Not only is it likely that more will survive to draw 
their benefit, but after they go on benefit it is likely that the mortality 
will also 

Senator Dovetas. That is point (b) that you cover? 

Mr. Bronson. Correct. 

Senator Dovuatas. Now let us go to (b). 

Mr. Bronson. (b) is mortality after retirement for age. In the 
fourth valuation the Board also found that mortality after retirement 
for age was lighter than contemplated by the third valuation tables. 
Hence, an adjustment for lower mortality was made in such tables 
for use with the fourth valuation. Here again we can adduce no 
reasons for less conservative assumptions, but possibly the opposite. 

Senator DovGuas. So that if you were asked especially to pass on 
the subject, vou would say that probably the estimates of cost are 
understatements, as to these two factors? 

Mr. Bronson. Yes, sir; from the mortality side. Of course, the 
Board’s actuaries would keep their finger on the pulse of mortality, 
and would make this sort of adjustment which I have mentioned in 
here. 

Senator Doveias. But I mean as a projection into the future 
based on present tables. 

Mr. Bronson. On present tables; ves, sir. 

(c) Mortality after withdrawal from service: Descriptions and 
comments here are similar to those for (a) and (b) above. 

(d) Mortality after disability retirement: In view of the radical 
changes in the disability provisions of the act arising under the 1946 
amendments, there has been little time for the Board to measure the 
experience under those amendments. With respect to disabilities 
occurring prior to such amendments, the Board’s actuaries found that 
the mortality table for the third valuation was still suitable and, from 
the ratios they developed, we cannot conclude that an assumption of 
any higher mortality would be valid. For disability subsequent to 
1946, we reach the same conclusion because of the fragmentary 
experience vet available; with the conclusion that we couldn’t assume 
a higher rate of mortality. 

3. Rates of disability: Since the 1946 amendments have radically 
altered the disability benefits and conditions thereunder—bringing 
in both the “total and permanent” concept and a concept of ‘‘occupa- 
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tional disability’’—and since administrative attitudes and procedures 
have such a tremendous influence on the resulting experience, we 
cannot suggest any alteration in the Board’s assumptions on this 
score. While we do not have data giving the experience under the 
new disability provisions—other than for 1947—-we would feel in any 
event that for use as a long-range assumption, any lighter or heavier 
experience in this connection for the last year or two would not have 
sufficient credibility to justify our suggesting a change in the assump- 
tion on this score. Certainly from the present retirement rolls for 
age and disability, the fact that 29 percent of the cases are for dis- 
ability and that for new awards in the vear 1949, 37 percent of the 
cases are for disability, indicates that one would need to be highly 
optimistic in assuming low rates of disability over future years. 

Senator Dove.as. This is a carefully qualified paragraph. What is 
the general conclusion that you draw? That you do not alter the 
assumptions on this point? Or that you believe them to be too 
conservative? 

Mr. Bronson. That with respect to this new type of disability 
there isn’t sufficient experie nce to go on as yet, and we would concede 
to the Board’s actuaries’ judgment on that point. And also with 
respect to the total and permanent assumptions, we cannot find any 
evidence that would alter that assumption toward a cost-reducing 
type of adjustment. 

Senator Dovetas. That is, you would not believe that the costs 
would be less? 

Mr. Bronson. That is correct. 

Senator Dovetas. Do you have a doubt in your mind as to whether 
possibly the costs might be more? 

Mr. Bronson. No, there is no doubt. I go along with them. 

Senator Dovatas. Do you have a question in your mind as to 
whether the costs might be more? 

Mr. Bronson. There is a question in my mind as to whether the 
administrative procedures, if they become so lax over the years, 
could cut into the assumption. But I have no reason to assume that 
they won’t be rather carefully conducted. 

4. Rates of withdrawal: The fourth valuation examined the pre- 
viously adopted withdrawal assumptions in the light of the actual 
withdrawals for the years 1944-46. The actual withdrawals were sub- 
stantially heavier than those anticipated by the third valuation 
assumptions. However, many of these listed as withdrawals may well 
come back into railroad employment. Thus, in spite of the higher 
rates for the 3-year period, the fourth valuation retained the previous 
assumptions. We understand that, without having the figures, with- 
drawals have continued at a relatively high level. 

For our purpose, we could probably adduce figures to justify a not 
unconservative assumption of heavier withdrawals than used by the 
Board’s actuaries. Such an effort, however, seems fruitless in view of 
the fact that because of the vesting provisions of the act—that is, the 
right of a man to take with him his pension credits if he terminates 
service with the railroads, and carry it on until 65, and then draw them 
down as benefits—the effect of a change in the withdrawal rates, 
actual or assumed, would have a rather negligible effect on costs or cost 
estimates. Hence, we can suggest no modification in this regard. 
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5. Service patterns: The fourth valuation, after making studies of 
the situation, which showed that the number of months worked in a 
vear has tended to increase, concluded that the service pattern assump- 
tions of the third valuation (1944) would be retained. We feel that 
this position is unrealistically conservative, especially in connection 
with the effect it has on payroll composition, as will be noted in item 12, 
be low. 

Senator Dovua.ias. Why do you feel it is unduly conservative? Or 
are you going to state that later? 

Mr. Bronson. I believe that will come out in the table later on, sir. 

6. Prior service: Prior-service credits have, we understand, been 
rather carefully documented after years of study and expense in 
searching out this information. Consequently, the fourth valuation 
data for prior service credit should be quite accurate and we could 
not interpose any suggestions on this score. 

7. Active and inactive employee census and distributions by 
age and service: The source of the Board’s data for these main 
cost groups is derived on the principles of statistical sampling utilizing 
a 4 percent basis. Even though it were felt that a 4 percent sampling 
is not conclusive, one could not suggest which way it would affect 
costs if a larger, or 100 percent, basis had been adopted. Con- 
sequently, we must accept the Board’s findings as to these distri- 
butions of active and inactive employees. 

8. New entrants: For the fourth valuation, studies of the age 
distribution of new entrants were made, stemming back to the yeat 
1938. Since this is not stated to be on the basis of a . “sample,” we 
infer the results to be accurate and complete. From these results, 
it is noted that a considerable degreee of stability in percentages of 


hew entrants by age carries all through these years. When reduced 
to a single average age, it turns out to be close to age 28. In the 
fourth valuation, the actual experience for new entrants of the two 
previous years was used. We have no evidence, and in the light of 
previous experience, we would not expect to find evidence, that 
any radical alteration in the age distribution of new entrants has 


g 
occurred since 1947. 

9. Family composition: With respect to proportions married, age 
of wife, widows, number and age of children, et cetera, the Board 
made studies based on their own marital status and survivorship 
status records. These were compared and rationalized with popula- 
tion and social security studies of a similar nature, and on balance, 
the Board’s actuaries adopted their own tables for these purposes. 
These seem suitable to us as being the best evidence at hand to use 
for the costs of the survivors’ benefits so that we could suggest no 
modifications at the present time in the assumptions taken. 

10. Interest rate: The Board’s actuaries have, perforce, used a 
3 percent compound interest assumption. This is the rate fixed for 
the railroad retirement account under section 15 of the act. Thus far, 
the 3 percent rate has been favorable costwise to the system in relation 
to the lower rate applying on the social security trust fund. 

Senator Dovetas. Mr. Bronson, may I ask some questions about 
that? It is my understanding that the reserves of the Board are 
invested in special Government securities drawing 3 percent interest. 

Mr. Bronson. Yes, sir. 
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Senator DouG.as. So that in effect the Government pays the fund 
3 percent interest for money which it borrows. 

Mr. Bronson. Yes, sir. 

Senator Douac.as. But its average rate of interest on all obliga- 
tions, short and long, comes to about 24 percent? 

Mr. Bronson. Yes, sir. 

Senator Douaias. And the high rate, [ believe, until the last few 
weeks, has been approximately 2‘ percent. 

Mr. Bronson. I believe so. 

Senator DouG.ias. Well, is this not in effect a subsidy, therefore, 
which the Government pays to the railroad retirement fund of from 
three-quarters of a percent to half a percent interest? 

Mr. Bronson. I| think it can be so viewed, certainly. There is an 
article on the front page of today’s Wall Street Journal, which goes 
into the matter of special interest rates on numerous Government 
trust funds, naming the railroad system as one, the civil service plan 
as another, the national service life insurance fund as another, and 
various funds where the Government has seen fit to sweeten up a 
little bit the interest rate going into those trust funds. 

Senator Dovugias. The reserve fund at present amounting to 
about $2 billion, a subsidy of 1 percent would be twenty million a year, 
So that if vou take a subsidy of from one-half to three-quarters ofa 
percent, in the past it has been a subsidy of 10 to 15 millions per year. 
Do vou think that is a fair statement? 

Mr. BRONSON. Yes, | do. In fact, | £0 along here and speak a 
little more about that. 

After pointing out that the 3 percent has been a favorable rate 
related to social security, I say it has been less advantageous costwise 
when compared to the 4 percent rate which has been applicable for 
most of the civil service fund. 

Senator Dovuacias. That would be a subsidy of 115 to 1% percent. 

Mr. Bronson. Yes, sir. I might say that is not a statutory rate, 
either, for the civil-service plan. That is apparently a prerogative 
of the Secretary of the Treasury. 

Senator Douc.as. He fixes the rate? 

Mr. Bronson. I believe so. 

It is interesting to observe that the Railroad Act contains a pos- 
sibility of a higher interest vield. After speaking of the 3 percent 
special issues for the account, the act says: 

Obligations other than such special obligations may be acquired for the account 

only on such terms as to provide an investment yield of not less than 3 per centum 
per annum. 
Hence, if the investment situation in this country should cause a 
general and persistent trend toward higher interest rates, it might be 
possible under the act to gradually take advantage of the higher vield 
implied in the above quotation. At this writing, however, it would be 
highly presumptuous to even consider the possibility of injecting an 
assumption of interest rate into the actuarial computations at a higher 
rate than 3 percent. Consequently, we merely point out the above 
rather academic possibility in passing. 

I believe the effect of a higher interest rate is well known: that if a 
higher interest assumption than 3 percent could be used, then natur- 
ally all of these costs would go down, and you could give greater 
increases across the board for the same money. 
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There is one assumption here that I did not mention. It did not 
get into the manuscript. That had to do with the expense rate, on 
which the Board sets in rather uniformly, it seems to me, 0.13 percent, 
sort of regardless of what bill is being discussed. 

Senator Dovua.as. That is the interest on the funds? 

Mr. Bronson. No, the expense of administering the act. 

Senator DouGcias. Oh, the expense; yes. Approximately one- 
eighth of 1 percent of payroll. 

Mr. Bronson. Yes, sir. 

Senator DouGias. About 1 percent of receipts. 

Mr. Bronson. Yes, sir. It is a relatively small item, and we could 
not presume to find any savings there. It is obvious that the Board 
is doing a good job in administering the act inexpensively. 

I notice that you pointed out early in the hearings that comparisons 
were odious, I believe, but that the expense rate here was far below 
anything the insurance companies could do. 

Senator Dovatas. I have not heard of any insurance companies 
having as low administrative issue as 1 percent. 

Mr. Bronson. I don’t think you would, either. But I would like 
to point this out. I am not speaking for the insurance industry. In 
fact, they are our greatest competitors at times. But I do feel that 
they do a pretty good job in administering group insurance pension 
plans. They get down to a rate of 24% percent of premium which 
includes the taxes they have to pay. When they can do it on a mass 
basis, they do a pretty good job. 

Senator DouGias. Group insurance with a lump-sum payment is 
about the easiest tvpe, of course, to administer, in disbursements. 

Mr. Bronson. That is right. 

11. Rates of retirement for age: One of the two items where recent 
experience might be adduced to allow an actuarial reduction from 
costs based on the 1947 assumptions, lies in the rate of retirement. 
In the 1947 valuation, there was some doubt expressed as to whether 
future rates of retirement by age might not well be higher than those 
theretofore adopted under the 1944 valuation. However, it was 
pointed out that for the years 1945-47, individually and combined, 
the actual experience rate was relatively low compared to the valua- 
tion assumptions. In other words, people weren’t retiring as fast as 
the valuation assumptions had viewed the possibility. 

We have subsequently been told that for the year 1948 the actual 
experience was even lower; the Board’s actuary, however, had no 
figures as to whether the experience for the years 1949 and 1950 was 
lower still, but we infer that he has no evidence that it was higher 
than 1948 for those years. Consequently, if one were to adopt the 
viewpoint that the facts of employees continuing on the job beyond 
age 65, which has held over the last few years to a greater extent 
than expected, will also obtain, on the average, over the long future, 
then we feel that some recognition of a cost-reducing nature could 
be applied on this count under both the present act and on the 
bill S. 1353. We are not prepared to assert that in our belief such 
continuation of low retirement rates will obtain over the future year. 
With about 35 percent of the railroad employees who are age 645 still 
on the job, it portends a large chance for heavy retirements to take 
place among them rather suddenly if economic conditions in the 
industry turn down hill. 
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Senator Dove.as. Just a minute. Why do you assume that 
depression would cause more people to retire? It might lead them 
to stay on longer, because the earnings, while employed, will be 
greater than the benefits when retired. 

Mr. O’Brien. Mr. Chairman, we would think that would be true 
certainly of senior operating employees, who, as Mr. Robertson 
testified, have the picture of their jobs and hold the cream of the 
crop job, if they were physically able. 

Senator Dovetas. That is right. And the people who would be 
bumped off would be the younger men with low seniority who would 
not be eligible to retirement benefits. So I would think that the 
retirement rate would go down in a period of depression, rather than 
go up. 

Mr. Bronson. We did not assume that it would go up. We just 
merely point out that there is this 35 percent or so hanging over as 
a possibility. 

Senator DouGuas. You say: 

It portends a large chance for heavy retirements to take place among them rather 
suddenly if economic conditions in the industry turn down hill. 

Mr. Bronson. It could occur, in other words. 

Senator Dovetas. I would think that the probabilities would be 
just the opposite; that in a period of depression the retirement rate 
would go down. 

Mr. Bronson. This bears out the next question, and I am glad to 
have it borne out. Other analysts would be better judges than we 
are as to how this might accelerate the retirement of the older em- 
ployees, where the countering reaction might be their seniority rights. 

We understand that no extra benefit credit is added with respect 
to years of service after age 65 under either the present act or S. 1353 
(although taxes are continued). The reducing influence on costs of 
a change of 1 year in the effective average retirement age after age 65, 
might well be in the magnitude of 5 percent (it would be more except 
for the increase in residual death benefit). Thus, even if a full year’s 
delay, from the Board’s assumption of average retirement rates 
could be supported, it would only affect the portion of the age-retire- 
ment costs—that is, excluding the ame and the survivors 
relating to the not-yet-retired employees (a breakdown of the Board’s 
costs which we did not have). Such a 5- percent savings would only 
mean a savings in percentage points (out of the Board’s total 15.30 
percent for S. 1353) of significantly less than 0.4 percentage points. 
Krom this it should be clear that no substantial inroads on the 15.30 
percent can be made from the standpoint of any demonstrable delay 
in retirement-age assumptions. We would balance this intangible 
item off against the less-than-conservative mortality assumptions 
mentioned earlier. 

Senator Dovetas. May I raise this question? An increase in the 
benefits will itself tend to raise the retirement rate, would it not? 
Because one of the reasons for people not retiring is the fact that the 
benefits are low in relationship to earnings. When you raise the bene- 
fit rate, retirement becomes more attractive than before. And | 
would expect therefore that the rate of retirement would rise. 

Mr. Bronson. There is an argument in that direction, I believe. 
I think we heard it mentioned here last week. The feeling was that 
the size of any increase that could reasonably be given under the act 
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would not be such as to bring about a measurable increase in the rate 
of retirement. People would rather work at a hundred percent of 
pay as long as they could do their job. And I rather believe that just 
because you increase the benefits a little it may cause a few to retire 
sooner than they would have otherwise, but I do not believe it would 
cause any tremendous upsurge in the rate of retirement. 

Senator Douetas. I do not say a tremendous upsurge. But 
certainly men must weigh the relative advantage of work on a hundred 
percent of wages as compared with leisure plus the benefits. And if 
you raise the benefits, then leisure plus benefits becomes more attrac- 
tive than before, and hence, I should think that it would swing some 
marginal persons over into retirement. 

Mr. Bronson. I agree that it would swing some over. 

Senator Dovuatas. I am not saying it is a tremendous factor, but 
1 would think that an increase in the amount of benefits would tend 
to increase the ratio of percentage costs. 

Mr. Bronson. Of course, there is a factor that might cause retire- 
ment from one industry and acceptance of employment in another, 
which exists today in the bareain under the Social Security Act. 

Senator Dova.as. I might say that thus far you do not seem to have 
found any factor which really would reduce cost additionally. This 
last pom you raised back and forth, but on the whole you do not seem 
to think it is too significant. So that up to date you seem to think 
that the cost estimates have, if anything, understated real costs 
rather than overstated them. 

Mr. Bronson. Well, | have kind of played this possibility of con- 
tinuation of light retirement off against the nonconservativeness of the 
mortality. 

Senator DouGuias. Yes; but if you analyze your paragraph, you 
have a good deal of faith in that conclusion which you draw, and there 
are two or three points of logic within it, which woul l seem to me to 
indicate possibly earlier retirements, a higher retirement rate, and 
higher costs. 

Mr. Bronson. Yes, sir. As I say, we do not feel that we could be 
the best judge of the effect of this. We do point out the possib ility 
of this large group of people eligible to retire who could, if things hap- 
pened just so, become an immediate claim on the fund. 

The ‘ailes r ‘ ‘ment under which a cost-reducing influence may be 
found lies in the level of railroad compensation and in total taxable 
payrolls. We are not sufficiently familiar with the components, 
influence and trends of railroad pay rolls to present a synthesis thereof 
as a projection for future years. 

Senator Dovetas. Of course, you are aware that the Retirement 
Board, through the Office of the Actuary, on May 2 made these pro- 
jections starting with $5,870,000,000 in 1951, excluding the adjust- 
ments with the OASI trust fund, descending to $5,034,000,000 in the 
vear 2000. 

Mr. Bronson. Yes, $5,034,000,000. My understanding was that 
the Board’s actuaries did not make that projection, but that the re- 
search staff of the Board made the projection. 

Senator Dove.as. It says “Office of the Actuary.’”’ Mr. Mats- 
check, is that from the Office of the Actuary? Would you state for 
the record where this came from? 

Mr. Marscueck. That statement was prepared by the Office of the 
Actuary for that projection; 
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Senator Dovetas. The actuarial profession will have to be re- 
sponsible for that, Mr. Bronson. 

Mr. Bronson. Yes. It had been my understanding that the 
research people on the Board did the projecting of the payrolls and 

he actuaries accepted their projections and worked with them, but 
| stand corrected, I guess. At least, we do not feel that we can con- 
tructively offer a projection of railroad pay rolls. 

Senator Doveuas. If you cannot constructively offer it, I should 
like to raise some queries if I may. 

The Board assumes a declining payroll during the next 50 years, 
starting from 5.8 or almost 5.9 billions in 1951 down to 5.0 billions 
in the year 2000, or a decrease of around 18 percent. Now, I have 
here in my hands the statistics of railways in the United States for 
the year 1948, published by the Interstate Commerce Commission, 
their annual volume, and on page 156, table 155, there is a record of 
total compensation of railway employees in classes I, I], and ITI, 
which I suppose must include virtually all the railroads, 95 percent 
of the employees, in the country. These figures are quite startling: 
that in the year ending June 30, 1900, 50 vears ago, the total payroll 
was $577.3 millions. In the vear 1920, which from the standpoint of 
numbers emploved was quite a peak, the total payroll was $3,754,- 
000,000; in the year 1948, $4,820,747,000. Or in other words, the 
total payroll in the vear 1948 was between eight and nine times as 
creat as it was 48 years before, and that was 30 percent greater than 
in 1920. Yet this is the period in which the railroad industry has 
suffered heavy blows, the automobile, the truck, the airplane. So 
that the railway is not the exclusive form of transportation which it 
was before hard roads or before passage through the skies. And yet 
like Old Man River, it keeps rolling along, and the payrolls start 
increasing. Now, if, with all the adversity which the railroad indus- 
trv has faced, nevertheless payrolls have increased between eight and 
nine times in this period, the question comes: Is aot this estimate that 
pavrolls will decrease, that total payrolls will decrease in the next 
half century, a verv pessimistic estimate? 

Now, you say you are not going to go into the question of whether 
or not it is correct, but as I look at this table before me, it makes me 
feel that possibly the actuaries are characterized by psychological 
hypochondria. 

Mr. O’Brien. Mr. Chairman, I am going to discuss briefly some 
of the payroll estimates that have been introduced into this record, 
but I do not propose to project my discussion very far into the future. 
It might interest the chairman, however, that I think the figures you 
had were for class I, II, and III railroads. 

Senator Dovatas. I, I], and III; ves. 

Mr. O’Brien. By and large, they will constitute between 90 and 
95 percent of the total; but for the year 1950 the class I railroads’ 
total payroll was $4,800,000,000. 

Senator Doveras. This was class I, I], and III. 

Mr. O'Brien. This was class I alone, as of 1950, $4,800,000,000. 

Senator Dovatas. I am going to ask that the last column, table 155, 
in the annual volume of the Statistics of Railways in the United States 
for 1948 be made a part of the record at this point. 

(The material referred to follows:) 


83931—51 
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Compensation of railway employees (operating companies, classes I, II, and I] 


[Thousand of dollars} 


Year ended— Amount Year ended 


June 30, 1900 577 5 Dec. 31, 1924 
June 30, 1901 7 Dec. 31, 1925 
June , 1902 76, 02% Dee. 31, 1926 
June 1903 757, 32 Dec , 1927 
June 1904 Vt Dec. 31, 1928 
June 1905 3 5 Dec , 1929 
June 1906 { 2 Dec , 1930 
June 30, 1907 , OF ) Dec. 31, 1931 

l 

l 

l 


wrt ho oon 


June 30, 1908 35 Dec. 31, 1932 
June 909 Y 3 Dee. 31, 1933 
10 3. 725 Dec. 31, 1934 
June 30, 1911 } Dee. 31, 1935 
June 30, 191 1, 252, Dee. 31, 1936 
June 1913 373, 83 Dec. 31, 1937 
June 30, 1 117 Dec. 31, 1938 
June 3 l i Dec , 1939 
June . J Dee. 31, 1940 
Dec ,o Dec. 31, 1941 
Dec. 31, lj 782 iS Dec. 31, 1942 
I dec , 191 5 Dec. 31, 1943 
iy 31, 191 , . Dec. 31, 1944 
Dec. 31, 1 3, 754, 2 Dee , 1945 
Dec 1, 1921 2, 823 Dee. 31, 1946 
Dec. 31 22 4 Dec. 31, 1947 
Dee. 31, 1923 f Dee. 31, 1948 


June 


RD tt es ND et ts tt ps 





Senator Douacias. Go ahead, Mr. Bronson, I interjected. 

Mr. Bronson. That is all right. Of course, there is one limiting 
element that that table would not have; namely, that these ar 
taxable payrolls and have the $300 ceiling in them. 

We can only note that the payrolls and projections thereof 

Senator Dovetas. But the principle is the same. 

Mr. Bronson. Yes. Yes; I agree with you. 

We can only note that the payrolls and projections thereof used in 
the past have, not surprisingly, turned out to be substantially under 
stated. By that I] mean the assumptions used in the past valuations 

Senator Doua.as. Yes. 

Mr. Bronson. Inflation and high railroad activity have been 
responsible for the 1947 valuation assumption of 4.6 billion dollars 
being lower than the experience to date. 

Considering the future, we can only note that the possibility of a 
$5.2 billion payroll, as an annual average, has been accepted, at least 
pro forma, by the proponents of the bills and, at least illustratively, 
by the Board. Under the circumstances, we would not presume to 
support the introduction of a higher taxable payroll figure for the long 
future. (We note, however, that the Board—in response to our 
question on the matter—estimates the 1951 payroll, with the $300 
ceiling, at nearly $5} billion.) Thus, while we cannot, at least without 
further evidence, move beyond the possibilities of a $5.2 billion valua 
tion payroll, we can examine certain trends which have occurred in the 
past and which could very well carry over into the future, regardless of 
the exact size of any assumed total payroll. 

Senator Dovetias. Mr. Bronson, would it be fair to describe your 
attitude as being that you wish to plant your feet rather firmly on the 
$5.2 billion payroll but cast your eyes out over the landscape to see the 
possibility that the ground underneath your feet may move? 

Mr. Bronson. I would like to examine the composition of the 5.2, 
or the 5.0. 
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Senator DouGias. Go ahead. I am having a little fun with the 
actuaries. That is all. 

Mr. Bronson. We note that over the years there has been a rather 
steady reduction in the proportion of active employees in a vear who 
worked only a few months in the industry, and a substantially higher 
concentration in the number of active employees in a year who had 12 
months of service for that year. Table | attached brings out this 
point. Here it will be seen that from 45 percent of the employees on a 
12-months basis in 1944, it has grown to approaching 60 percent on a 
12-months basis in 1948 and 1949. This means that there is less 
fragmentary compensation operating to reduce average compensa- 
tion, which reduction, in turn, would operate to increase percentage 
costs because costs are relatively heaviest at the lower level of average 
compensation, where the highest benefit percentages apply. The 
trend cited, therefore, tends to lower the true percentage costs and 
the Board’s results, being based on the service patterns adopted for 
the third valuation of 1944 and on the salary seales of the 1947 valua- 
tion, do not appear to have given credence to this trend. 

Aimed at the same point, we have prepared table [1 which confines 
itself to the 12-months employees (that category in which the relative 
numerical increase has taken place as mentioned for table I above). 

Senator Doua.as. Well, now, you think that this factor would tend 
to reduce costs below the Board’s estimates? 

Mr. Bronson. Yes, sir. 

In table II we separate these 12-months employees according to 
annual compensation in each of the years shown. Here, we find a 
steady and substantial increase toward the upper brackets of annual 
compensation. It is important to note that the proportion of these 
12-months employees earning $2,400 a year and over has come up 
from about 60 percent in 1944 to over 90 percent in 1949 and, with the 
current pay increases presumably taking effect, the percentage for 
1951 should be still greater. 

The table also shows that those hitting the top of the ceiling, the 
$3,600, have gone up from 5.8 in 1944 to 18 percent in 1949. 

In brief, more and more of the regular steady type of employee will 
be reaching or coming close to the annual ceilings of $3,600 and, by the 
same token, more and more of the less than 12 months employees will 
be coming closer to the $300 average of monthly compensation during 
the time that they do work, which is the basis for their benefits. Of 
course, the extreme point would be an average monthly wage for all of 
$300. This, owing, for one thing, to the inclusion of the compensation 
history of the past, is only a theore tical concept but illustrates the 
point. In other words, if everyone’s benefit were figured on the $300 
average, and everyone’s tax status (6% percent, matched) were 
applied to such a figure, the annual cost, while higher in dollars, 
would be significantly lower as a percentage of payroll average 
monthly compénsation. The Board’s results, while set to a $5.2 
billion assumed valuation payroll, are based on service patterns and 
salary scale assumptions which seem out of date relative to the shift 
shown in tables I and II. 

Now, if we can turn back to page 4 of the forepart of the manu- 
script, what comes now is slightly repetitious. 

An examination of exhibit A will indicate that only in two instances 
do we feel that the underlying assumptions could be reasonably 
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altered on the basis of recent experience. While one of these, relative 
to the rate of retirement, would be susceptible of modification in the 
light of recent experience, we would not deem it prudent to so modify 
lor one reason, we feel the mortality assumption which the Board has 
used is not conservative in the light of the constantly improving 
health and longevity of our population. In a sense then, we would 
offset any continued evidence of delayed retirement against an 
unrecognized improvement in future mortality. 

This leaves us with but one assumption wherein we believe evidence 
may be adduced for demonstrating that benefit increases could be 
made within the present tax framework at a somewhat higher level 
than contained in the Board’s figures. This element, in the catalog of 
assumptions, has to do with what I will call ‘“‘the progressiveness of 
work patterns and pay levels” or the “shift”’ in incidence of months 
worked and of pay levels toward a concentration closer and closer to 
the $300 a month ceiling and to a full-work complement 

Senator Doua.ias. Mr. Bronson, this is an important matter. You 
have accepted that $5.2 billion payroll, and you have the phrase in the 
last paragraph at the bottom of page 4 ‘within the present tax frame- 
work”. But in view of the experience of the past, and this tremendous 
expansion in railway payrolls at a time when the railroads were being 
hit by the automobile, the truck, and the airplane, the fact that in 
spite of these competing forms of transportation you had this great 
upward movement in total ee does that not cause you perh: ups 
io think that this assumption of a constant tax framework and of : 
fixed $5.2 billion payroll is unduly rigid? 

Mr. Bronson. It may very well be, sir, but you must bear in mind 
that the benefits are also linked to the payroll and go up when the 
payroll goes up. 

Senator Dovanas. Yes, but the percentage of accrued liabilities to 
total payrolls will diminish as the future tax base expands. That is, 
you have a liability of accrued benefits prior to 1937 coming in as 
debit, but if you have an expanding payroll, then the accrued liability 
will form a smaller percentage of total payroll than it would if you held 
the $5.2 billion constant. Is that not right? 

Mr. Bronson. Yes, it will 

Senator Dovetas. And therefore you have a factor of safety. 

Mr. Bronson. But it will also become a smaller and smaller item 
in the total. Because that closed group prior to 1937 will become 
proportionately smaller to the whole. As you go on in time, the future 
service benefits will assume a greater and greater part of the cost. 
And when you pick up benefits for all vears since 1937, with every 
change in pay, you pick up an increment of benefit for each year after 
1937 every time you increase a man’s average pay. 

Senator Dovatas. Here is the point. Mr. Musher stated, and I 
believe all of you actuaries take the position implicitly, that ultimately 
vou must have a rather large funded reserve to guarantee future bene- 
fits to those who at any one time are in the system, should the system 
be discontinued. 

Now, if you have an expanding payroll, however, and a growth 
factor, the possibility of a discontinuance of the system is certainly 
less than if the industry were in an unhealthy state and itself were 
wasting away, as the whaling industry and the corset industry are 
wasting wway. No pun is intended on the whaling industry. 
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Mr. O’Brien. Mr. Chairman, | think I will be able to show you in 
some detail later that despite inroads on the railroads by other com- 
peting forms of transportation, they have pretty largely kept their 
traffic in pace with the increasing productivity of the country 

Senator DouGLas. You mean the railroads. . 

Mr. O’Brien. Yes, sir. And | think you will also be able to see 
that this payroll rose, as you noted from the table you placed in the 
record, despite the fact that technological improvement and increased 
manpower productivity reduced the total man hours paid for, and the 
number of employees in the industry. But fortunately, in order to 
keep up its proportion of producing the consuming power of the country, 
its total payroll kept rising anyway 

Mr. Bronson. May I add, on that point of the reserve, that the 
railroad retirement reserve, now, and as projected into the future on 
this so-called Leighty table, could not be deemed a very high actuarial 
reserve. Actually, it is about 10 years purchase, if you will note. 
By that I mean it is about 10 times the benefit disbursements. 

Senator DouGias. That is true 

Mr. Bronson. And at no point here, | think, would the balance at 
the end of the vear be sufficient in itself to pay out for life, or for the 
period of the payment, the annual disbursements then in effect. So 
that it does not go down and represent any reserve in respect of the 
active members at that time. It merely is about a 10 years’ purchase 
on the benefits then in course of payment. 

Senator DovuGuas. It is about equal, as I tried to point out, to the 
accrued liabilities at present rates of benefit of service prior to 1937. 


It, is, roughly , carried over from generation to generation. 
Mr. Bronson. Certainly; this assumed a going system continued. 


Senator DouGuas. But it also assumes that each generation repays 
to the preceding generation the amounts which the preceding genera- 
tion had returned in advance to the generation which had gone 
before it. 

Mr. Bronson. That is a necessary assumption in the absence of 
what we call a full actuarial reserve; that those who come along later 
will join in the venture and help support the then beneficiaries of the 
system. 

Senator DouG.ias. But of course, throughout these hearings, there 
has been constantly the que stion as to whether, as you broaden vour 
insurance universe, so to speak, it is not possible to depend to a greater 
and greater degree upon current contributions to meet current costs. 

Mr. Bronson. In such an expansion, the fund ought to catch up 
better on the obligatidns for the then recipients. But we must not 
forget that when the fund expands from expanded tax income, there 
is also a higher liability coming up in the future, growing up in the 
dark as it were, for the people who paid those taxes. Their benefits 
are based on and linked to a higher pay level, and hence the obligation 
is there later on. 

Senator Dovetas. Will you continue? 

Mr. Bronson. As will be seen from exhibit A, we have accepted 
from others the premise of a $5.2 billion taxable payroll for the future 
but we feel that the Board’s fourth valuation in 1947, does not give 
sufficient recognition to the “shift”? toward both the greater number 
of months worked per capita in a year and the generally much higher 
monthly pay levels. These trends seem to us clearly evident from the 
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most recent statistics relating to these matters. Reference to tables 
I and II which follow, will explain what we have in mind. We have 
already mentioned those tables. For continuity, I will just read on, 
though. 

For instance, on table I we find that whereas in 1944, 45 percent of 
the employees worked in each of the 12 months, the percentage for the 
last few years has been nearly 60 percent, with a corresponding 
diminution in the proportion working for only a few months per year 
Again, table II reveals that a very substantial shift has taken place 
toward the higher pay brackets for the ‘“12-month’” employees, and 
this higher average pay level would obviously carry over to the less 
than 12-month employees as well. Looking at those of the 12-month 
category who earn over $2,400, we find only about 60 percent in 1944 
against over 90 percent in 1949 and, with the current pay increases 
taking effect, it should be well over 90 percent in 1951. It is this very 
evident shift in months and pay level which does not appear to have 
been given recognition in the current estimates from the Board if 
what they say is true; namely, that they have held to the previous 
series of assumptions. 

Senator Dovetas. Will the representatives of the Board take notice 
of this statement that is being made and at an appropriate time 7 
prepared to make an answer to it, either an admission, a denial, 
partial grant, or what not? 

Mr. Bronson. This leads to the pertinent inquiry as to what cost 
effect the recognition of this “shift’’—to date and/or in the future 
would have in allowing a somewhat higher increase in benefits than 
the results furnished to the operating brotherhoods by the Board. 
While it is a very complex and difficult task—short of a basic new 
start—to transl: ate the evidence of tables I and II into the terms of a 
price tag for a 25-percent-benefit increase, or as an index of what 
percentage bene fit increase is permissive, we have made what we be- 
lieve to be a not unreasonable attempt to secure the order of this 
measurement. 

On table IIT, the retirement benefits attributable to future vears 
of service, deriving from each layer of average monthly compensation, 
are obtained in section A of the table according to assumed attained 
age. We then figure the respective annual premium cost in section B 
to provide each layer of benefits. These annual premiums are quite 
approximate as the service tables of the Board—described by Mr. 
Musher earlier—were not avail ible to us; however, it is the relativity 
by layers of compensation that is important and we believe these 
premiums are suitable for this purpose. 

Senator Doue.tas. By “‘layers,’’ you mean increment? 

Mr. Bronson. I mean, if you will look at table III, by “layers,’ 
the first $600 of average annual compensation, then the next $1,200 
laver, and then the top $1,800 layer. 

Senator Doveias. Yes. It is what I would call increments. 

Mr. O’Brien. Those are the divisions, if you divide each of those 
by 12, to which differing percentages are applied. 

Senator Dovatas. That is right. 

Mr. Bronson. The divisions are given at the bottom of that table 
for ready reference. I had so much difficulty remembering those 
that I put them down. ' 
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[ might say that those premiums have been computed on a mortality 
only table, which we did have available to us. The Board in doing 
it would no doubt inject all the elements of decrement besides mor- 
tality. 

The tax rate is, of course, the same for each pay bracket and the 
amount of tax in section C exceeds the annual premium cost for age 
retirements since enough tax has to be left over to support the other 
benefits, disability, survivors, death benefits, and so forth. In the 
bottom section, section D of table III, the proportion of tax thus 
left over from the cost of age retirements is illustrated for each layer 
of compensation and it will be seen that the available amount if 
higher for the middle band of compensation than for the lowest $600 
band and, in turn, higher for the top $1,800 band than for the middle 
band. Consequently, with a shift taking place, from more regularity 
of work and higher pay levels, into and toward the top of the last 
$1,800 band, there must be more of an excess available in section D 
of the table than if such shift had not occurred. Since down in D, 
there, the so-called savings, if we can use the term, “in premium,” 
go up according to layer or band, a shift toward the top would create 
more of such savings. 

From this stage, we went on to a rough measurement of this effect 
through breaking the coverage up by ages and pay compartments 
and weighting the result according to the excess amounts indicated 
as available from D of table III. The 1944 composition of employee 
work patterns, one of the Board’s unchanged assumptions, and other 
elements by compartments, were compared with the composition 
deriving under the upward shift present in the 1949 data. Our 
result indicates that there may well be a savings, by virtue of the 
upward shift of some 0.3 percent of taxable payroll for the age retire- 
ment formula, 0.1 percent for disability, and 0.06 percent for sur- 
vivors—a total of 0.46 percent. 

Mr. Letacuty. Mr. Bronson, would you permit me to interrupt 
you there? At the bottom of table III, I think you have the per- 
centages for S. 1353 and S. 1347 reversed, don’t you? 

Mr. Bronson. That is correct. 

Mr. O’Brien. Yes, that is right. 

Mr. Bronson. Thank you. The number 8. 1353 at the bottom 
should be S. 1347, and vice versa. 

I might say at this point that the expression of acturial results to 
two decimal points, as a measurement for decades into the future, 
might well be inferred as a sort of actuarial exhibitionism. As a 
general rule I would be inclined to round out the above-mentioned 
0.46 percent to an even one-half percent. The trouble is, in the use 
of such one-half percent, it would immediately be broken down into 
two-decimal components, or amalgamated with other cost estimates 
which involve a second digit after the decimal point. There is a 
certain amount of necessity for these two accurate appearing figures, 
both on the score of relatively in measurement and because, after all, 
on a $5.2 billion payroll, a fraction of percentage point represents 
millions of dollars. For example, the Board’s administrative expense 
of 0.13 percent represents nearly $6,800,000, whereas a rounded 
figure of 0.1 percent would mean $1,600,000 less than that. We will, 
therefore, while disclaiming any implication of accuracy, hold to the 
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traditional two decimal places in our figures herein, and leave th: 

rounding to the reader. 

On the basis of these findings, and our acceptance of the Board’s 
cost quotations in other respects, we have set forth table IV which 
utilizes the indicated savings in lowering somewhat the Board’s 
quotations of percentage costs for S. 1353 on the one hand and 
increasing somewhat their figures for the benefit yield which might 
be secured from the present structure of taxes on the other. 

Now, Senator, | would be glad enough to go into the de ve lopme ni 
of table IV, if vou would like me to. 

Senator Dovuauas. Yes, I would like you to. It is very essential. 

Mr. Bronson. So if you will turn to table IV, the first page of 
table IV merely recapitulates what we have in columns (2) and (3). 
It recapitulates the cost figures given us and your committee by the 
Board’s actuaries. Totaling up, their latest cost index for the present 
plan . 12.18 percent, and their estimate for the operating groups 
bill is 15.3 percent. Column (4) shows the percentage increases and 
aliens that, except for survivors and the residual benefit, it is 
125 percent across the board. The survivors’ increase up to nearly 
130 percent is due to the fact that the present ceiling for the computa- 
tion of survivors is the same as the old social security—namely, 
$3,000—and S. 1353 would put that on a par with the new social 
security, up to $3,600. When that adjustment is made, it comes to 
more than a 25 percent increase for that category of beneficiaries. 

Then we repeat in column (5) what I have just read about these 
savings, which we feel is illustrative of the shift in payrolls and work 
complement. 

On page 2 of table IV, we develop from the figures on the first page 
the adjustments which we think might reasonably be made in the 
Board’s figures. 

Senator Dovetas. Which brings you the 14.72 percent. 

Mr. Bronson. 14.72 instead of the 15.30. 

Senator Dovaias. Yes. Now, what is the reasoning behind this 
so-called tolerance factor which brings your cost estimate down from 
14.72 to 14.25? 

Mr. Bronson. The 14.25 is another part of the development, 
Senator. We find in No. (1) of the table, under A, an adjusted cost 
of 14.72, a reduction of 0.58 in the Board’s figures. Then, in item 
(2)—-well, the conclusion drawn from the 14.72 is this: That a 12.5 
tax would not support a 25 percent across-the-board. 

Senator Dovetas. Would fall short of it by 2.2 percent. 

Mr. Bronson. Yes. And when you add this 1 percent tolerance, 
you would get 134, and neither would that support a 25 percent across- 
the-board, hecause it would take 14.72. 

Senator Dovetas. Now, when you take this tolerance factor, Mr. 
Matscheck stated, as I understood it, that the 1 percent tolerance 
factor is not present. 

Mr. Bronson. No, sir; it is not present in the 15.3. 

Senator Dova.as. You are saying that it may possibly overstate 
percentage costs as shown here 

Mr. Bronson. Yes, sir; and I develop that from the fact that in 
previous valuations 
Senator DouGias. But it may also understate it. 

Mr. Bronson. It could. 
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Senator Doveias. Now, then, you are saying at the most favorable 
assumption—namely, that the original error is in an overstatement 
of costs—total costs would be 14% percent. That is the most favor- 
able assumption. 

Mr. Bronson. Well, I wouldn’t say the most favorable, because I 
don’t think this 1 percent tolerance goes to the far end of the range. 
I developed the fact that in previous valuations they had made these 
cost estimates on a range basis. 

Senator Dovetas. Well, then, it might pav as high as 15 or 16 
percent? 

Mr. Bronson. It could be. It could be as low as 10. 

Senator Dovetas. No, 1 mean this 1 percent tolerance could 
raise it. 

Mr. Bronson. The 1 percent tolerance is taken here above the 
tax rate. 

Senator Dovueias. Assuming that the range above would be the 
same as the range below—namely, 0.51—it could be from 15.26 to 
14.25. 

Mr. O’Brien. Senator, may I interject something here? I think 
there is a misconception of what has been said about this 1 percent 
tolerance. As I understand it, the Board’s actuaries have said that 
if you have 12.5 percent tax rate on X payroll, then if you compute 
the level cost of a given set of benefits to be within 1 percent of that, 
you are within a safe tolerance. That tolerance then expresses their 
opinion that it is safe to set up a scale of benefits for which the level 
cost computed on a fairly sound basis would be 1 percent in excess of 
your tax rate. And that is the use that, as I understand it, Mr. 
Bronson has made on this second page of table IV. 

Senator Douatas. Yes, but should there not be a third illustration; 
namely, that you would have the tolerance raise the figure rather than 
just lower the figure? 

Mr. O’Brien. He took the tolerance which went into effect Jan- 
uary 1 and added one percentage point to get his 13.5. 

Mr. Bronson. If vou went the other way, you would reduce the 
tax. 

Senator Dovuaetas. I see; ves. 

Mr. Bronson. I might say that this use of a range and the tolerance 
idea is nothing new. We have the same thing in the computations 
for the social security costs. Here is a range in costs for the 1950 
amendments, with a 3 percentage point differential, that Mr. Meyers 
computed last year. Shall I proceed, Senator? 

Senator Dovetas. Well, I am trying to get the final conclusion. 
The final conclusion which vou draw is that 25 percent increase in 
benefits across the board could not be met under the existing tax. 

Mr. Bronson. Even with the 1 percent tolerance. 

Senator Dovatas. Even with the 1 percent tolerance. 

Mr. Bronson. Then, in A (2), I go on to find out what increase 
could come about on that assumption, and I come out with 14.3 pe rcent 
increase, relative to the Board’s quotation of increase of 10.2. On 
the Board’s own figures, it would seem to allow a 10.2 percent across- 
the-board increase in benefits. When we make our adjustment for 
these elements of savings, we would feel we could raise that to 14.3. 

Senator Dovetas. Pardon? 





388 RAILROAD RETIREMENT LEGISLATION 


Mr. Bronson. We feel we could raise the increase to 14.3 percent 
across the board. 

Senator DovuGuas. Increase in benefits? 

Mr. Bronson. In benefits, yes, sir; as against the Board’s increase 
of 10.2 percent in benefits. 

Senator Dovetas. Out of the present tax of 12%. 

Mr. Bronson. And 1 percent tolerance. 

Senator Dovetas. And 1 percent tolerance. 

Mr. Bronson. In the cost estimate; yes. 

Senator Dovuaeuias. That includes survivors? 

Mr. Bronson. That is across the board; yes, sir. 

Senator Doucuas. But it excludes payments to wives? 

Mr. Bronson. Yes, sir. 

Senator DouG.ias. And does not make allowance for economies due 
to the 10-year rule. 

Mr. Bronson. It has nothing to do with the 10-year rule. 

Senator Dove.as. I would say that the operating crafts and the 
nonoperating crafts could get together. 

Mr. Forr. Mr. Chairman, might I ask the witness what that 14.3 
would be if the 1 percent tolerance were not taken into account? 

Mr. Bronson. I had that written out, Mr. Fort, on the typewritten 
copy of this thing, and I am afraid I left it at home. But it was much 
less than that. I think it was 4 or 5 percent. 

Mr. Forr. Thank you. 

Mr. Bronson. Shall I proceed? 

Senator Dovuetas. I wish you would. We are coming to the most 
essential point of all. 1 wonder if you would develop the points listed 
under B in table IV. 

Mr. Bronson. Yes. Then when we come to working with the in- 
crease in benefits excluding any increase for survivors, the Board’s 
quotations come to 14.64 percent. And I might say that is not a 
direct quotation on the part of the Board for that figure; it is one 
which I derived from their breakdown of figures, and I believe it is 
correct, but it should be subject to check. 

Senator Dovatas. May I ask you this? In the first line of (1) 
under B, after you come out of the portion of the equation, 13.27 
minus 2.24 minus 0.80, then you multiply by 1.25. Should that be 
a multiplication sign or a plus sign? 

Mr. Bronson. That is a multiplication sign. That increases the 
benefits 25 percent. 

Senator Dovatas. I see. 

Mr. Bronson. After you have deducted out the survivors in the 
parentheses there. 

Senator Dovetas. Yes. Thank you. I see it. 

Mr. Bronson. Then you put the survivors back in again, the 2.24. 
That brings them back in again, since they don’t have any increase. 

The next item brings in the residual, and then the expense, and 
then the offsetting interest on the fund, and you get 14.64; which, 
with the savings, would bring it down to 14.08. 

Senator Dovetas. So you do not make very large savings by ex- 
cluding survivors. 

Mr. Bronson. No, sir. It will be observed that the 14.08, confin- 
ing the 25-percent increase to those excluding survivors, would still 
not come within the present tax plus tolerance. 
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Senator Dovetas. In other words, if you throw the survivors over- 
board, you still are 1}5 percent over, roughly. 

Mr. Bronson. You do not throw them overboard. You keep them 
where they were. 

Senator Dovuetas. I understand. Your throw them overboard so 
far as any increase goes. 

Mr. Bronson. Yes, sir. 

Then in B (2) we proceed to see what sort of an increase might be 
obtainable, since you cannot have a 25-percent one, on the assump- 
tion stated. 

Senator Dovua.as. This is very important. Let us go over these 
items. 

Mr. Bronson. You want me to derive each item? 

Senator Dovatas. Yes. 

Mr. Bronson. The 13.27 comes from the first page of table IV, in 
line (5), as you will notice. 

Senator Douve.uas. Total benefits? 

Mr. Bronson. The total benefits under the present act comes to 
13.27. Then we deduct out the survivors from line (3). 

Senator Douaias. From whom no increases are coming. 

Mr. Bronson. From whom no increases are coming. 

And we deduct out the residual of line (4), because that doesn’t 
come in for the increase factor either. 

Senator Doug.as. I see. 

Mr. Bronson. So the net of those three is then increased by 25 
percent. Then we add back in the survivors, and we add back i 
the residual taken from column (3), because the residual under this 
increased arrangement would be closer to the Board’s estimate on a 
25 percent hoist. In other words, the more you increase the benefits, 
the less the residual will be. Consequently, we do not add back in 
the 0.80, but we add back in something less than that—the 0.70. 
Then we add the expense factor and subtract out the interest factor, 
thus deriving 14.64 percent cost for the 25 percent increase to all 
but survivors, according to the Board’s figures on the first page of 
table LV. 

Senator Dovueias. That brings you to 12, which is the precise 
rate of present taxes 

Mr. Bronson. No, that is in the next step. From the Board’s 
basis of 14.64 percent, we subtract our evidence of savings and get 
14.08 percent as the cost of the 25 percent increase. 

Senator Doucuas. I understand that; that is under (1) of B. 
thought we were on (2). 

Mr. Bronson. All right. We are through with (1), then; (2 
goes through the same motions, except that we have to inject this 
unknown, k, because we don’t know what increase we can have 
And that brings out that on the Board’s basis, k could be 13.7 percent 
increase to all except survivors. 

Senator Doveias. Where do you get that? Oh, I see; from the 
equation. 

Mr. Bronson. From the equation. 

Senator Doveuas. And that allows for 1 percent tolerance. 

Mr. Bronson. That is right. It allowed for 1 percent tolerance. 

Senator Dove.as. That is, that the possible cost might be 13) 
percent. 
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Mr. Bronson. Instead of 12%, yes. Then we adjust for the savings 
element, and compared to the Board’s basis of 13.7 we get 18.7, as a 
possible increase. 

Senator Dovuatas. I do not see how you get the 18.7, which is an 
increase in benefits from the 13.5. 

Mr. Bronson. The 13.5 comes after the equals sign, so that all of 
that equation before the equals sign, when compressed and _ put 
together, brings out certain deductions from the 13.5 when you move 
your items over to the other side of the equals sign. 

Senator Dovuaias. What are those deductions? 

Mr. Bronson. Well, you see, you would have to move the 2.24, 
for instance, which is plus on the left-hand side, to a minus on the right- 
hand side, and so on, and you would resolve it down to 11.63 equals 
this k that we are seeking times its coefficient, 10.23, which, when you 
divide through and subtract the one out, would bring you to the 13.7 
increase possible on the Board’s basis. 

Senator DouG.ias., How do you raise that 13.7 to 18.7? 

Mr. Bronson. Then from the 11.63, our savings indicated, of 0.51, 
that is, our 0.46 that I brought out earlier, results in that second 
equation involving k’. And when you divide that out, you get k’ 
equals 18.7. So the net effect of the savings element which we have 
indicated would be 5 percentage points, you see, the difference between 
the 13.7 and the 18.7. 

Senator DouG.ias. You are sure you have not used your k’ twice 
there? 

Mr. Bronson. No; the first k’ was to bring out what the increase 
might be according to the Board’s basis, and the second, the k’, is 
after adjusting the Board’s basis for the possible savings which we 
think may be there. 

Senator Dovetas. I see. That is, your savings as an increment 
of the total will make possible a much larger increase as an increment 
of the benefits. 

Mr. Bronson. Exactly. 

Senator Dovatas. Yes; I see that. 

So you would say that it is possible to give between 13.7 and 18.7 
increase in benefits across the board, excluding survivors, at present 
rates of taxation? 

Mr. Bronson. Yes, sir. 

Senator DovuGias. You made no estimates as to what the savings 
would be, effected by disqualifying the less-than-10-year men. 

Mr. Bronson. No, sir; because our investigation was directed to 
this S. 1353, and the 10-year comes in the other bill. 

Senator Dovueias. Thank you very much, Mr. Bronson. 

Mr. Bronson. I am not quite through vet. 

Mr. Forr. Would it be appropriate for me to ask three or four 
questions? 

Mr. O’Brien. I would prefer that Mr. Bronson finish his basic 
statement. 

Mr. Bronson. I have a few more pages. We interrupted it to 
examine the tables. And I will go over it hurriedly, here. 

We were on page 8, where we stopped at the end of the first full 
paragraph to refer to the tables. 

So in summary, we find that, using the line numbers of table IV, 
page 2: 
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A-1. The annual cost with a 25-percent benefit increase across the 
board might come to 14.72 percent versus the Board’s figure of 15.30 
pe er“ 

A-2. The percentage benefit increase across the board which might 
be aaaed on the existing tax structure plus a tolerance of 1 percent, 
would be a 14.3-percent increase compared with a 10.2-percent result 
from the Board’s figures. 

B-1. If the incrase is not applicable to survivors benefits, the cost 
of a 25-percent increase in retirement benefrts alone would come to 
14.08 percent compared with a figure derived from the Board’s 
estimates of 14.64 percent. 

B-2. The percentage benefit which might be secured on present tax 
plus “tolerance” for retirement benefits; that is, excluding any 
increase for survivors, would be an 18.7 percent upping compared 
with 13.7 percent from figures furnished by the Board. 

As stated at the outset, in obtaining our very moderate improvement 
in benefits, as described above, relative to the improvements based 
upon the Board’s figures, we proceeded on the criterion of not dimin- 
ishing the relative soundness of the system from the concept of sound- 
ness heretofore held under the funding philosophy of the act. As other 
witnesses have pointed out, this philosophy is one of a ‘“‘modified’’ 
actuarial reserve basis rather than one with the objective of a full 
actuarial reserve basis as usually set for insurance company, or trust 
fund, private employer plans. There is a difference, in my opinion, 
between a “sound plan” and the designation “actuarially sound 
plan.” The railroad retirement system is of the former type but only 
contingently of the latter type; the results we have come up with 
herein would also constitute a sound system of the former type in our 
opinion. 

Going beyond the above-mentioned criterion, however, to a point 
which does diminish the relative ‘“‘soundness,”’ and on to a basis of 
‘if they can do it, why can’t we,”’ brings more liberal results. 

Senator Dova.as. “They” being the social security system? 

Mr. Bronson. No, “they” being the 8. 1347 proponents. The cost 
estimate for S. 1347, of 14.21 percent of payroll (it makes no difference 
whether such payroll has a $300 or $400 ceiling since it is the percent- 
age expression which counts), if acceptable to Congress through an 
increase in the so-called tolerance above the tax rate, that is, from 
12% percent tax up to 14.13 percent, could, if applied to the Op. bill, 
S. 1353, produce substantially higher benefit yields than those we 
have adduced above which were within the limits of the criterion 
mentioned. 

Mr. O’Brien. By that you mean 1 percent above the tax rate, or 
that which takes you to 13.5, rather than 14.12? 

Mr. Bronson. Rather hats to 14.12. 

For instance, if a rate of 14.12 percent were allowable, we figure it 
would permit a 19.8 percent increase in benefits across the board, or a 

2 percent increase when confined to employee retirement benefits 
<a with no increase applied to the survivor part. It should be 
made clear that we are not putting these figures in as a recommenda- 
tion but only as an interesting comparison. 

Senator Dova.as. If a rate of 14.12 were allowable, that is, if the 
rates of taxation were provided. 

Mr. Bronson. Or if the tolerance were extended to that point; the 
14.12 having come from the Board’s estimates on the other bill. 
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May we say in closing, that in the extremely short time availabl 
to us for conducting these studies, the actuaries of the Board—Mr. 
Musher and his associates—gave us as much cooperation and data as 
they could squeeze out of their own extremely tight schedule. Certair 
information is missing or was received from them too late to inject 
into our studies as presented in this statement and perhaps upor 
examination of said data, we would modify our results somewhat. If 
the statements which the Board representatives have made concern 
ing holding to their earlier assumptions are correctly understood, w« 
cannot see but that some savings in the tax receipts must be occasioned 
by the upward shift we have discussed. If so, these differentials 
could be utilized for improving benefits along the straightforward 
lines of S. 1353. 

That concludes the statement, Senator. 

Senator Dovetas. Thank you very much. 

(The tables accompanying Mr. Bronson’s prepared statement 
follow: ) 


TABLE I.—Railroad retirement system, present act indexes of railroad employmen 
by months of service during a year 


| 
| Number Teeaht 
of taxable Paxable | 5 9 
payroll 12 1 8, 9, 5, 6, a i 

| ~ ~ 

and 10} and 7 and 4 
ths|m hs| | 

| _— h | ent jmonths|/months| months 


Calendar year 
l 
mont 


| 
| | Percent of total by months of service during year 
| 
| 


| employees 


oo 2, 898, 000 | $4, 295, 000, 000 45.1 | 7 7 9.5 9.5 | 16, 2 
1946__ 2,654,000 | 4, 632,000, 000 ¢ } ; 12.2 
1947 P 7 7" } 2,471,000 | , 744, 000, 000 56. 5 3 | 5.5 10. 1 
1948 3 | 2 306, 000 , 943, 000, 000 5 < 7.5 7 8.8 
1949 2. 090, 000 , 598, 000, 000 | 7 $ : 
Number... i = 2, 090, 000 , 598, 000, 000 

1950! | 


TERAGE MONTHLY TAXABLE COMPENSATION 


1444 ‘a 2, 898, 000 $124, 000, 000 | 216 171 
1947 : to ‘ 2, 471, 000 160, 000, 000 | 241 lay 
1949 ; 2, 090, 000 183, 000, 000 | 261 221 


’ Information lacking. 


TaBLE II.—Railroad retirement system, present act—Indexes of railroad compensa- 
tion levels for 12-month-service employees, by year 


Number of employees (in thousands ) and percent of total such employees for each year 
. a at 
Annual compensa 1944 1946 1947 1948 1949! 
tion brackets | i | ia eal alla ihalbasi 
Num-| Per- | Num-| Per- | Num-| Per- | Num-| Per- | Num-| Per- 


ber cent ber | cent ber ber cent | ber | cent 


Less than $50....--. 0.5 ) 0.4 | 2 0.4 (?) 
$50 to $199 Sine 1.4 S| { 1.4 0.1 
$200 to $1,199. _.-- 31. ¢ ; 5.8 : 12. § ¢ 10.3 

$1,200 to $2,399 487 : 336 2! 274 ‘ 166. 4 12. 3 
$2,400 to $3,599 739. 3 55. % 839. 6 4.3) 944.7 | 9.2 949.0 69. ¢ 
$3,600__. Sai 77.7 5 3. ’ } 134.5 | N 229. 8 16. § 


Total_-_.... , 338 100.0 |1, 307 . 0 |1, 368. 100.0 |1, 357. é , .6 100. 0 
$2,400 and over 816.9 61.1 953 3.9 |1,079.2 | 79.0 |1, 178.8 86. | ‘ 91.3 


1 Information lacking for 1950. 
3 Less than 0.1 percent. 
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TaBLE III.—Railroad retirement systems, present act Components of retirement 
benefits, actuarial premiums for future service credits and related taxes 


Components by annual pay brackets 


First $600 | Next $1,200 | Next $1,800 $3,600 total 


2 3 
A. Monthly future sery 


Attained age : 
_ 3 |) ere ee 5 $44. 40 $66. 60 $66. 60 
38 years... 32. 40 18. 60 18. 60 
48 years..... ‘ 4 ‘ 20. 40 30. 60 30. 60 
58 years......- stp : 8. 40 12. 60 12. 60 


B. Annual premiums for age retirement 
age 6S average 


years... seewe ‘ $5 $82 $102 
WOR inwccaces a oon a . 58 4 113 
WU Riccannens : 7 106 123 
years ee 7 109 12 


Annual taxes, 1214 percent rate 


I sitecetaes — . ; B75 $150 
years... swe 75 150 
years... e 76 150 
years ae . « 5 150 


D. Portion of taxes in C which ar 
after meeting the age retirement costs 
above, for disability, survivors, et« 


Percent Percent Percent 
28 years " 33 45 55 48 
38 years aedsiih “ ‘ 23 37 5 41 
48 years ll 29 5 34 


4 7 


58 years ae 7 27 


UNIT PERCENTAGE BENEFIT PER YEAR OF SERVICE 


Percent | Percent Percent Percent 
For present act._.._. 2. 40 1. 80 1. 20 1. 60 
For 8. 1347-. 7 3. 00 2. 25 1. * 2. 00 
For 8. 1353 2. 80 2. 00 1. 40 11.83 





1 Going on to $4,800, this would become 1.73 percent. 
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TABLeE IV. Costs and be ne fit yrelds on princi ples of objectives of S. 1353 


e 

quotation Possible 
redundan 
in column 


? owing 


Ratio 
percent, 


lyr ) 
Operators’ ene to shift 
bill 8. 133 in pay and 
52 column 2 weak 


pattern 


Age 
Disability 


Survivor 


Residual 


otal benefit 
Expense 3 ; 100 


(oT cost 1 ) 1 . 123 
Fund spread 100 


Net cost 12.1 5 125% 


125 percent of column 2, plus 0.10 percent points for effect on survivors’ benefits of 
ling of applicable monthly pay to $300 to agree with the Social Security Act amend 


that if monthly benefits are increased there is 3; residual to pay 


TIMATES FOR PERCENTAGE BENEFIT INCREASES—DEVELOPED FROM FIGURES ABOVE 


f uniform percentage increase across the board 
1. Transition from column 2 above, 
13.27 —0.80) X1.254-0.10 e footnote ', p. 1 
0.70+0.13 22 15.30 percent on Board’s basis 
Savings adjustment of column 5: 0.46X1.25 5S 


to column 3 


Net adjusted cost for 25 percent benefit 
ncrease 14.72 percent on revised basis 
lo find percent benefit increase within tolerance 
cost of present | percent tax rate+1 percent 
point 


13.27 iS Semel 10+-0.75 (estimate 


100 
0.13 —1.22=12.5+1.0 13.5 percent, present tax plus tolerance. 


whence 12.47 x ( 1+ = ) =13.74 and k=10.2 percent on Board's basis 


Savings adjustment of column 5; 0.46X1.102 = 51 


1X ( 1+ ypg )= 14.25 


whence | 14.3 percent on revised ba 
yst of percentage ir is x ding survy 
1. Increase of 25 percent 3.27 — 2.24—0.80) X 1.254 
2.24+0.70+0.1 y) 14.64 percent on Board’s basis. 
Savings adjustm of column 5: 0.401.254 
0.06 ob 


r 25 percent increase 


vor 14.08 percent on revised basis. 
increase (excluding sur 
tolerance cost of present 12 


percent tax rate+1 percent point 
(13.27—2.24—0.80) X (14-555 ) +2.24+0.72 (esti- 
t 2=12.5+1.0 13.5 percent, present tax plus tolerance. 
whence 10.23 ( _ ) 11.63 and k=13.7 percent on Board's basis 
100 


1djustment of column 5: 0.40X1.137+4 


51 
10.23x (1+; ) 12.14 
whence k'=18.7 percent on revised basis. 


Senator Dovaetas. Mr. Fort? 
Mr. Forr. Mr. Bronson, with respect to your table IV, page 2, 
you find a certain excess of money to be divided up, and you show 
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that it could produce a certain flat increase of annuities, of old-age 
disability and survival annuities, or that ignoring your survivors’ 
annuities, it could produce a certain increase in the old-age and 
disability annuities. Is that correct? 

Mr. Bronson. Yes, sir. 

Mr. Fort. Now, is the’source of that money which you divide up 
threefold? First, vou assume that the cost of the present system is 
12.18 percent of the payroll? Which gives you a margin there of 
0.32? Is that correct? 

Mr. Bronson. 0.32 within the tax. 

Mr. Forr. Inthe available month. Now, that cost of 12.18 percent 
is based on a payroll of $5,200,000,000, isn’t it? 

Mr. Bronson. Yes. 

Mr. Forr. Did you see the subsequent figures submitted by 
Mr. Musher, in which he said that the direct payroll to use was 
$4,900,000,000, and that the cost under that payroll of the present 
system would be 12.6 instead of 12.18? 

Mr. Bronson. No; I haven’t seen that, Mr. Fort. Was that in 
answer to your inquiry? 

Mr. Forr. Yes, sir. 

Mr. Bronson. I have the mimeograph, but I haven’t looked at it 
vet. It was just handed to me before the meeting. 

Mr. Forr. If that subsequent figure is correct, it would reduce your 
money available by the difference between 12.18 percent and 12.60 
percent, wouldn’t it? 

Mr. Bronson. It would cause reducing influences to occur in these 
results; that is correct. 

Mr. Forr. Yes; by the amount that I call attention to. Now your 
second source of these funds which you distribute up on page 2 of 
table IV is your 0.46 that vou feel might possibly be saved by reason 
of the trend toward the higher pay per month. And the third source 
of the money you divide up is the so-called 1-percent tolerance, isn’t it? 

Mr. Bronson. That is right. 

Mr. Fort. So that if you go to Mr. Musher’s last estimate of 12.6, 
and if you ignore your 1-percent tolerance, all you have to divide up 
is 0.36 of the payroll coming from that trend that you speak of, of 
more people being up near $300. Is that correct? 

Mr. Bronson. That is correct, on the assumption which you give 
me, of a 4.9 payroll. 

Mr. Forr. That is right. Yes, sir. Of course, if vou use a differ- 
ent payroll, you would get a different result. I just wanted to be 
sure that I understood, Mr. Chairman. 

Mr. O’Brien. I think you stated that saving would be 0.36. 
Mr. Bronson’s testimony indicates it would be 0.46. 

Mr. Fort. That is correct, but when you take into account that 
your 12.60 is 0.1 over the taxes, which are 12.5, you make that re- 
duction down from 0.46 to 0.36. 

Senator Doveias. Do the members of the nooperating crafts have 
any questions they would like to ask? 

Mr. Scuoene. I think not, Mr. Chairman. 

Senator Dovetas. I would suggest that we recess, then, until 
tomorrow at 10 o’clock. 

Mr. O’Brien will be the first witness. Then I am going to ask the 
representatives of the Railroad Retirement Board to take the stand. 


83931—-5 1——26 
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If we can finish with them tomorrow, and Mr. Latimer, in the morning 
we will hold one session. If we cannot, we will hold an afternoon 
session. 

Then on Thursday and Friday I shall probably be examining M: 
Donald Dawson, and it will not be possible for me to be present, b 
we will have sessions on Saturday, starting at 9 o’clock. Mr. Fort 
will you be ready on Saturday? 

Mr. Fort. We won’t be as ready as we would like to be. We will 
stumble along if necessary, but we would much prefer to go over unt 
Monday. 

Senator Dovetas. I am working under the difficulty that T hay 
the defense production hearings also and am really cutting them to 
hold these hearings. 

I would like to finish this week if I could. I can say this, that, if w: 
cannot finish on Saturday, we could probably have another session 
on Monday. 

Mr. Fort. Thank you, sir. 

Mr. Scuorensr. I hope, Mr. Chairman, in scheduling your time, you 
will keep in mind that we will undoubtedly have some further com- 
ments by way of rebuttal. 

Senator Dovatas. I had forgotten that for the time being, but | 
will remember. Of course, that means that every side is entitled to 
rebuttal. 

Mr. O’Brien. I think that by the time Mr. Fort has been through 
I will be inspired to say a few short words, too. 

Senator Dovetas. Then Mr. Fort will have to be permitted the 
privilege of rebuttal on his side. 

Mr. Fort. I will have surrebuttal. 

Senator Dovetas. I can see that we will not be out of the trenches 
before the lst of July. 

Mr. Leraury. Hearings are scheduled before the House committee 
on Tuesday, Mr. Chairman, and we had scheduled those with the 
thought that we would be finished here this week. 

Senator Dovatas. It obviously indicates that we will have to have 
a Monday session in addition to the Saturday session. I hope that 
we can all be reasonably brief in our rebuttal. 

(Whereupon, at 5:05 p. m., Tuesday, May 8, 1951, the hearing was 
recessed until 10 a. m., Wednesday, May 9, 1951.) 
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WEDNESDAY, MAY 9, 1951 


SUBCOMMITTEE ON 
RatLRoAD RETIREMENT LEGISLATION OF THE 
CoMMITTEE ON LABOR AND Pusiic WELFARE, 
UnirEeD STaTes SENATE, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a. m., in the 
Old Supreme Court Room, the Capitol, Hon. Paul H. Douglas, 
chairman of the subcommittee, presiding. 

Present: Senator Douglas. 

Also present: Paul L. Badger, member, professional staff. 

Senator Dovetas. Mr. O’Brien, do you wish to begin? 


TESTIMONY OF CLIFFORD D. O’BRIEN, CHICAGO, ILL., COUNSEL, 
OPERATING BROTHERHOODS—Resumed 


Mr. O’Brien. Yes, sir. 

For the record, I think I should state something about my experi- 
ence and training, because I do intend to give you some opinions, and 
you might either want to dilute or inflate those opinions in accordance 
with my experience. 

My name is Clifford D. O’Brien. I am a lawyer practicing at 39 
South La Salle Street in Chicago in the general practice of law, with 
emphasis, however, on industrial relations matters on behalf of unions. 

After some years of general practice, | spent something like 2 years 
with the National Labor Relations Board as a trial examiner and 

senior litigation counsel. Since that time, or since early 1939, I have 

done a considerable amount of work in the field of economics, insofar 
as it relates to industrial relations. My training and experience in 
economics is largely that of having worked with the economic concepts 
that are involved in wage change and other industrial-relations 
matters. 

In respect to the railroad and transportation field, I have repre- 
sented labor unions in arbitration proceedings, and emergency board 
proceedings under the Railway Labor Act and otherwise on a national 
basis, and in cases confined to single carriers; also a number of such 
proceedings in relation to the maritime field. 

I appear here as counsel for the four operating employee organiza- 
tions, who are the proponents of S. 1353. Presumably, my statement 
will be the last affirmative statement for those proponents, and for 
that reason as much as any I wish to encourage the chairman and the 
members of the committee staff to ask any questions they see fit, 
because this will perhaps be our last opportunity. 

397 
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As stated yesterday, we would like to reserve the right to ask to give 
you brief rebuttal after the carriers have been heard, in the event it 
then seems desirable. 

As preliminary to my statement, Mr. Chairman, I would like to 
discuss for just a moment an important matter. We have received and 
studied a copy of the letter from the Railroad Retirement Board over 
the signature of the Acting Chairman, I think, directed to you, dis- 
approving S. 1353. We are also, of course, familiar with the letter 
dated April 24, 1951, directed to Senator Murray, wherein two Board 
members approve 5. 1347. 

The letter of April 24, relating to S. 1347, sets up on its second page 
three tests which the Board states it applied to all proposals to increase 
benefits under the Railroad Retirement Act. 

1. The increase in benefits must be in conformity with the high payroll taxes 
paid by railroad employees and their employers for the maintenance of the system 

Now I am not just sure what the Board means by that language in 
No. 1, but to me it means that the employees should receive as nearly 
as possible benefits commensurate with the high payroll taxes they 
pay. On that basis, we are convinced that S. 1353 meets that test, 
despite the Board’s letter of disapproval. Because S. 1353 proposes 
an across-the-board increase of 25 percent in the existing benefits, we 
believe that the evidence thus far developed in these hearings shows 
that that figure should be scaled down somewhat, but, meeting 
another test which the Board states, tests Nos. 2 and 3, we believe 
that S. 1353 gives the greatest increases consistent with these high 
payroll taxes possible. 

Going down to point 2. 

The added benefits must be financed by a method other than increasing tax 
rates. We have not suggested an increase in either the tax rates or the maximum 
taxable amounts. 

So S. 1353 certainly meets test No. 2. No. 3: 

The added benefits and the method of financing them must be such as not to 
affect the financial soundness of the system. 

There was no intention on the part of the proponents of S. 1353 
adversely to affect the financial soundness of the system. It was 
stated as a matter of general policy in Mr. Robertson’s statement that 
to the extent that the financial soundness might be impaired by the 
across-the-board increases proposed in S. 1353, the operating organi- 
zations were willing that those increases be scaled down to such a point 
that they would be paid without impairing the financial soundness 
of the system. 

Accordingly, we believe S. 1353 as modified by its proponents meets 
test 3, stated by the Board. We are therefore unable to understand 
why the Board should unanimously condemn 8. 1353 as it has been 
interpreted to you by its proponents. 

Senator Dovetas. Mr. O’Brien, may I ask a question? 

Mr. O’Brien. Yes, sir. I welcome them. 

Senator Dovetas. It seems to me that what we have here is a 
problem posed not only by inflation but also by the social security 
system existing alongside the railroad retirement system. Now, the 
social security system, as early as 1939, provided benefits for wives. 
It provides benefits for survivors. So that in certain cases, par- 
ticularly men with wives in the lower-income groups are put in the 
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position of paying very much more into the railway fund than workers 
outside the railway fund pay into the social security fund, and yet 
actually receiving smaller benefits. And it is very hard to justify 
that position popularly or logically. 

Now, in view of that, I would like to have your comments as to 
whether we should not strengthen the system so that since the rail- 
way. workers are paying in more, each category of railway workers 
should receive more, or their dependents or survivors should receive 
more, than under the social sec urity system. I mean, that is really 
one of the problems that the railway industry faces. 

Mr. O’Brien. I had intended to approach the questions that you 
put a little later, but I recognize them as underlying the problem that 
the committee faces. 

It becomes, I suppose, Mr. Chairman, a question of choice as to 
which of two possible increases seems more desirable. 

The organizations for which I speak feel the impact from their 
membership, and particularly from their already retired membership 
of the need for an increase for the retired employees. They feel that 
to be paramount. That need has been recognized, at least in the 
policy statements of the proponents of S. 1347. 

We recognize that in those instances where social security gives to 
a particular family in its particular situation a somewhat higher total 
monthly benefit than the railroad retirement system gives, we are in 
an embarrassing position. Again I say it is a question of choice. 

We think that the suggestion that Mr. Robertson made, that the 
whole question of the interaction between social security, railroad 
retirement, various governmental retirement systems, and perhaps 
private retirement systems, needs exploration and clarification, 
needs very thorough study. The problem we now have, however, is 
the jatnarinte need for an increase in the retirement annuities them- 
selves, and, if money be available under the existing tax scheme, 
for an increase in the existing survivor benefits. 

There is no question that our survivor benefits presently provided 
in the act are somewhat below the survivor benefits in social security. 
That, we believe, would be one of the first questions to be explored 
in any thorough study. 

Senator Doua.ias. Well, may I just continue a bit? 

Mr. O’Brien. Yes, sir. 

Senator Doveuas. The issue is further complicated by the fact, or 
it may be another phase of the same problem, that the social security 
system has steadily moved away from the insurance feature, which 
benefits bear some relation to contributions; more and more being put 
on a need basis. 

Mr. O’Brien. That is correct. 

Senator Dove.ias. And with the railway system still primarily an 
insurance system, it means that short-time workers, low-wage workers, 
workers with dependents, those that have survivors, tend to be treated 
proportionately much better under the social sepia system than 
under the railway system. And you have the problem of the degree to 
which you can maintain two systems on differing principles side by 
side. 

Now, I have thought that possibly the social security system had 
moved too far away from the insurance principle; that it was getting 
too much upon the need basis. But it has been done. 





400 RAILROAD RETIREMENT LEGISLATION 


Mr. O’Brien. On this same point, there isn’t any question, as was 
indicated to you in Mr. Robertson’s statement, that the financial 
framework of social security materially differs, on the input end and 
on the output end, from railroad retirement. Railroad retirement is a 
scheme designed primerily for the long career employees of a singl 
industry, and it was designed on the basis that with those long careers 
they and their en iployers could contribute some additional money to 
give them a superior retirement system. Now, its primary feature is 
the retirement of the railroad employee. 

We have in addition the most material element to us of the disability 
retirement. As you know, almost 37 percent of persons retiring in the 
last year, for which we have the full record, retired for disability, 
rather than for age and service. We figured up, Mr. Robertson and | 
yesterday morning, in a hurry, that out of the total disbursements fo1 
the calendar year 1949 under this railroad retirement system, some 
26 percent were for disability. 

Now, bear in mind, sir, that the disability feature only entered the 
act in 1946. So that there are many, many persons drawing retire- 
ment benefits who retired before ’46. The likelihood is that the 
percentage of outgo for disability retirement will increase; and that is 
supported by the fact that 37 percent of those who retired during 1939 
were disability annuitants. We think that is a most valuable feature. 
By the estimates given you by the Board, that disability feature in 
itself costs 3 percent of payroll. 

Senator Doueias. Then you have a 4% percent payroll on the 
assumption of accrued prior liabilities, which the social security system 
does not have. 

Mr. O’Brien. It does not have that. But that is approximately 
one-quarter of the Board’s income, in other words, so that their 
estimates bear out these other figures | have given you as to the 
importance, the almost paramount position, that this disability retire- 
ment takes. 

Senator Douaias. Then are you saying this, that in effect railroad 
retirement should stick to its primary purpose, of caring for the retire- 
ment of workers, either through superannuation or otherwise, and 
that it should not seek to excel or exceed social security at each and 
every feature of the system? 

Mr. O’Brien. That is exactly correct. We fear, as Mr. Robertson 
stated, that if we have to match social security every place as to the 
benefit end, then there may be a corollary, and some of the things we 
enjoy which are not provided for in social security may either be 
taken away from us or endangered. 

Senator Dovatas. But of course, provision for a wife of a super- 
annuated worker is still within the framework of retirement; only it 
is on the basis of need rather than prior contribution. 

Mr. O’Brien. That is correct. That is a form of benefit we do 
not have, except in the form of the widow’s survival benefit. 

Senator Doua.tas. Yes, but I mean there is a proposal in 1347 for 
added annuity to wives of living annuitants. 

Mr. O’Brien. Yes, sir. I have some information on that which 
I had intended to give you later, but I might turn to it now, because 
it is id apropos. 

A few years ago the Federal civil service system received some 
amendme “re in 1948 in this form. The employees, including those 
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already retired, would have an increase in their annuities of 25 percent 
or $300, whichever was the smaller figure. But they had an option 
as to those who had already retired to elect to forego the increase 
and in lieu thereof have a surviving spouse’s annuity of one-half of 
the retired employee’s annuity. That was in 1948, when retired 
Federal employees were feeling the impact of a rising cost of living. 

Eighty percent of those who had spouses living exercised the choice 
to take the immediate 25 percent, or $300, rather than the choice to 
elect a one-half annuity for their surviving spouse. 

Senator Dovueias. They either expected their wives to die before 
them, or they were not particularly solicitous of them if they were 
to die first. 

Mr. O’Brien. I think there is another factor. If you will excuse 
me for the reference to my own family, my father is retired, a retired 
letter carrier. It happened that he did not need the $25 a month, and 
that my mother is materially younger than he is. So he exercised the 
other choice. Let me tell you what happened to him, and to the 20 
percent. 

Two years later, the Congress determined in any event to extend the 
one-half survivor’s annuity, so that in 1950 this was made applicable 
to all Federal civil servants. 

The consequence was that those who had elected to take the im- 
mediate 25 percent, or $300, received $600 for the 2 years which the 
20 percent who elected the survivor’s annuity did not get. 

But my principal point is that as of 1948 those people, and as of 1951 
our pe ople, regard the incre ase in the retirement annuity as paramount 
to an increase in survivors’ annuities, or an increase in an annuity in 
the form of a living spouse’s annuity. 

Senator Douaias. Now, Mr. Bronson testified yesterday that the 
funds were not sufficient to bear both the 25 percent increase and the 
survivor’s allowance, and that under his assumptions not more than an 
18 percent Maximum increase in retirement benefits could be provided. 
I do not know whether you hold by those figures, but if you say those 
figures are correct, is it your conclusion, then, that you would sacrifice 
the survivors’ benefits if you cannot have both survivors’ benefits and 
a large increase in retirement benefits? 

Mr. O’Brien. That is correct, sir. We feel that, first, the retired 
employees should have up to 25 percent. It is pretty apparent from 
Mr. Bronson’s testimony, and other materials which have been laid 
before your committee that an across-the-board increase of 25 percent 
cannot be supporte id at present tax rates. 

I might go into that right now, because it also fits the thought that 
you just expressed. Mr. Bronson did indicate in the latter portion of 
his statement that in comparison to the 14.12 or 14.13 percent of pay- 
roll which it is stated S. 1347 will cost, which is 1.62 percent of payroll 
above the tax rate, by that same scheme of things, with the savings 
that he found, you could increase all benefits within that type of tole r= 
ance slightly over 19 percent, or you could increase retired employees’ 
benefits 25.2 2 percent. We have felt that we should not rely on any 
greater tolerance than the traditional 1 percent. On that basis, Mr. 
Bronson said, you could increase all benefits 14.3 percent, or confining 
it to benefits to retired employees, 18.7 percent. 

Senator DouGc as. And you would prefer the 18.7 on retirement? 
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Mr. O’Brien. Yes, sir; and I have another even more conservativ: 
suggestion to make, partly in the interests of being conservative and 
partly in the interests of much easier arithmetic. There is a virtue in 
keeping a complicated act such as railroad retirement as simple as 
possible, particularly in terms of the employees and their families, so 
that they will be able to know what it means and what they have 
coming. 

| would like to mention another figure, before I make this suggestion 
The Board itself, in one of its estimates concerning S. 1353, stated that 
on the basis of present tax rates and anticipated payrolls, if you con 
fined an increase to retired employees, the system could stand an in 
crease of 14.64. 

Now, there is one other factor. ‘The present formula applies thes 
figures: 2.4, 1.8, and 1.2. I tried 18.7 percent of those figures, and 
I tried 14.64 percent of those figures, and you get some outrageously 
long and complicated fractions, running to four places to the right of 
your decimal point. It happens that each of those present formula 
percentage figures is evenly divisible by 6, and a one-sixth upward 
change would make them 2.8, 2.1, and 1.4; so that in the interests of 
being conservative, despite Mr. Bronson’s estimate of 18.7 percent, in 
the interests of moving somewhat closer to the Board’s own estimate, 
and in the interests of much easier arithmetic, we are suggesting at 
this time an increase of one-sixth or 16% percent in benefits to retired 
emplovees. 

Senator Douatias. Now, let’s translate that into your bill, page 1 
That would make it instead of 3 percent of the first 50, 2.8. 

Mr. O’Brien, 2.8, sir. 

Senator Douatias. That is presently 2.4, I believe, which would be 
raised to 2.8. 

Mr. O’Brien. 2.8, ves. 

Senator Douaias. The second is now 1.8, the second block? 

Mr. O’Brien. Yes, sir. 

Senator Douauas. That would be raised to 2.1? 

Mr. O’Brien. Correct. 

Senator Dovetas. The third increment of earnings is now 1.2, 
which would be raised to 1.4. 

Mr. O’Brien. That is correct, sir. I discussed that with the chief 
executives of the organizations, and they in turn with their associates, 
and that is the suggestion we are making at this time. 

I had intended for the benefit of the record to analyze S. 135° in 
some length, but in this shape of things, with only so much money 
available under the policies which these four operating organizations 
believed to be important, our suggestion now is that the Railroad 
Retirement Act be amended by changing the benefit formula as we 
just discussed and the only other necessary addition would be the 
same as that which is provided in the proposed bill—I do not have the 
section right in front of me—where it provides that in the month 
following enactment of the bill all existing annuities and pensions 
would go up 25 percent, and it would be necessary merely to modify 
that aah to provide that in the month following the enactment 
of the bill all existing retirement annuities and pensions should increase 
one-sixth, or 16% percent. 

Senator Doverias. With no increase in survivors’ benefits? 

Mr. O’Brien. That is correct, su 
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Senator DovuGuias. That is, no crease in dollar amounts? 

Mr. O’Brien. That is correct. 

There is one other feature of S. 1353 which I think should be dis- 
cussed for the record; and it is really a feature entirely apart from 
the Retirement Act, and it relates to the Unemployment Insurance 
Act. Outside of brief mention by Mr. Robertson, there has been 
nothing in the committee’s record on that point, and it should be 
covered here. 

Senator Douauas. That is section 8 of S. 1353. 

Mr. O’Briren. Yes, sir. 

Senator DouGias. What is the effect of that? 

Mr. O’Brien. I was just going to take that up. It requires a 
little explanation in terms of the manner in which employees become 
eligible for unemployment insurance or sickness benefits under the 
act. 

It is provided that the employees shall register when they become 
unemploved or as of the date they are out of employment for sickness, 
and that registration starts the running of a 14-day period. Then 
if they are still ill or still unemployed, a new registration is required, 
and a new registration period of 14 days’ length ensues, and so on. 

Now, for the first 14-day period, the waiting time is 7 days. So 
that if I lose my employment today and register tomorrow, starting 
tomorrow for 7 days I receive no unemployment benefits. There- 
after I receive benefits for 7 days, with minor exceptions. Then a 
new registration period ensues. The second such period, however, 
has but a 4-day waiting period. Then if I remain unemployed, I 
receive benefits for the next 10 days. So that after the first waiting 
period of 7 days has gone past, in effect you have pay for the 5-day 
week, 10 days out of 14, at the benefit scale. 

The benefit scale is a sliding scale 

Senator DovGuas. Are these benefit-days 14 working days, or 14 
calendar days? 

Mr. O’Brien. Fourteen calendar days. So that after the 14 days, 
you would in effect receive benefits for 10 out of 14, or the equivalent 
of the 5-day week. 

The seale of benefits is a sliding scale under which lower paid 
employees have a somewhat higher proportion of benefit, and higher 
paid employees a somewhat lower benefit, in proportion to their earn- 
ings. Most operating employees, and, indeed, | would think most 
regular employees of the railroad industry, now have earnings which 
qualify them for benefits of $5 a day. Anyone earning $2,500 or 
over in a yearly period has a benefit of $5 per day. 

Now, these two sections which the bill seeks to strike from the 
unemployment law are contained in section 354, which has the title, 
“Disqualifying Conditions.”” They relate to this type of employee 
only: 

Employees in train and engine service, yard service, dining car service, sleeping 
car service, parlor car service, or other pullman car or similar service, or express 
service on trains, and to no other employees in the railroad industry. 

Now, the situation to which these two exclusionary clauses apply 
is this: If in the first or any 14-day registration period an employee 
earns the equivalent of 20 times his daily benefit rate, he is disquali- 
fied for unemployment benefits for that 14-day period. Also, if in 
any registration period of 14 days, plus the 14 days preceding it, the 
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employee earned 40 times his daily benefit rate, he is disqualified for 
benefits in that period. 

Senator Dovatas. I suppose the present disqualifications are in- 
tended to provide that where men get overtime bonuses for certain 
portions of the fortnightly or monthly period, they should not claim 
unemployment benefits for the days of unemployment in the same 
period; is that not true? 

Mr. O’Brien. That would be the natural and first normal assump- 
tion; but it is not quite that, Mr. Chairman. Because if you had an 
employee, let us say, who was operating a crane, whose daily benefit 
under this act would be $5, who, because of a wreck or a wash-out, 
went out and worked an extraordinarily long period of hours, in a row, 
most of them at the time and a half rate or better, and then became 
unemployed or ill, those extraordinary earnings immediately pre- 
ceding his unemployment period would not affect his right to unem- 
ployment benefits, because he is not in train or engine service or these 
other kinds of employment where men regularly ride the trains. 

Senator Dovetas. Yes; but I mean normally when men in a fort- 
night earn 50 percent more than they normally would earn in that 
period, it has been because the trains have required them to be on 
duty for more than 8 hours in a given day. 

Mr. O’Brien. Well, Mr. Chairman, this is not 50 percent more than 
normal earnings. ‘This is 20 times $5, or a hundred dollars in the one 
case, and 40 times $5 or $200 in the other case. 

Senator Dovatas. | beg your pardon. It is not 20 times the daily 
rate, but 20 times the benefit rate. 

Mr. O’Brien. I want to state in fairness that it is more often the 
employees in train and engine service and particularly those in dining 
car and sleeping-car service to whom this situation would apply. 
And here is the reason. Let me take the case of a pullman conductor, 
as reasonably typical. 

Pullman conductors receive a stated month’s pay for 210 hours of 
service, or credited service, as it is called. Let us assume, to get a 
simple figure of a dollar and a half an hour, that the monthly rate 
is $315. In most cases it would be somewhat higher. When a 
pullman conductor starts out from Chicago on a trip to the coast, 
he goes clear through with his train. And with the deduction of 
certain sleeping hours, provided he has the opportunity for uninter- 
rupted rest, he gets paid all the time he is on that train, in the form 
of being credited for each hour. 

Senator Dovetas. And bonuses for time over 8 hours in a day? 

Mr. O’Brien. No, sir; it is a straight-time rate until he passes 
the monthly maximum of straight-time hours. So that a man who 
runs from Chicago to San Francisco and has a relatively short lay- 
over in San Francisco because his home was in Chicago, and then 
returns to Chicago—say, he spent a period of 6 or 7 days—may well 
be credited with a hundred hours or more in that period of time. So 
that he would have earned, let us say, $150 in 7 days. If he happened 
to be off the extra board and was bumped for lack of employment 
opportunity, upon his return to Chicago, and he registers for unem- 
ployment insurance, his 14-day period starts to run on the day of 
that registration. After 7 days of unemployment, he would normally 
be entitled to benefits; and in the case I have stated, he would 
probably get them. But if he then were able to go back to work 
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ind repeat that performance, he would get no unemployment benefits. 
Assuming that he had in the 14 days preceding his employment made 
two such trips, then he would get no benefits for that first 14-day 
period at all. 

We think the logic of these exclusionary clauses are all wrong, 
because, first, they discriminate against the employees who work on 
the trains, where under similar circumstances, an employee such as 
my crane operator would draw benefits. Secondly, in the case of the 
regularly assigned employee, who simply has his normal lay-off, even 
if he may have compressed a lot of hours of work into a few days, 
and then has a relatively long lay-off, he is not eligible for unemploy- 
ment insurance. These exclusionary clauses only operate against 
men on extra lists who have the opportunity perhaps to earn their 
money by long hours of service just before or just after periods of 
unemployment. 

I can explain that in another way. One of the normal ways of 
setting up assignments where men run long miles is 1 day on and 2 
days off. Now, in those 2 days off, those men are in no sense unem- 
ployed. They are simply standing by for their regular employment, 
and they do not qui eres for une mployme nt insurance benefits. Even 
in the cases of the baggage men and the pullman conductors and 
porters, where they have the longer runs, and their lay-overs, if they 
are holding their regular assignment and are simply standing by to 
fulfill their regular assignment and have their normal days off, they 
do not qualify for unemployment insurance. 

So that we feel that these two sections work an unfair discrimination 
against extra men who ride the trains, and who on occasion do make 
their money rapidly through long hours of service. 

In addition to the information about the civil-service option, I 
would like to say a few other things about the need for an immediate 
increase, to supplement what was stated by Mr. Robertson. That is 
in effect the cost of living, which he told you about, and the general 
trend of wages, earnings, and hours. 

A good way of seeing the general trend of our economy as a whole, 
[ think, is to look at the economic indicators which are used by and 
released by the Council of Economic Advisers. The publication I 
have was released in February of 1951. There they review for the 
last several years gross national product, consumers prices, wholesale 
prices, prices received and paid by farmers, stock prices, employment 
and wages, and many other indicators, including production and busi- 
ness activity indicators. All indicate to varying degrees a terrifically 
expanded economy over 1937, when these benefit rates were estab- 
lished. All indicate an expansion which is more than merely inflation. 
They indicate an expanding economy of things as well as an expanding 
economy of dollars; because physical production itself has risen, the 
purchasing power of a given market basket has risen. 

I don’t know that it is necessary to burden the record with the 
details of these figures, but they do indicate that. 

It is also true, Mr. Chairman, that the railroads have had their 
share in this expanding economy, as I shall show you shortly. 

We believe, as Mr. Robertson stated the other day, that retirement 
benefits probably should not be so sensitive to the rest of the economy 
as wages, but that where you have a definitely established long-term 
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trend, which has worked adversely to them, the retired employees ar 
entitled in all justice to a reasonable increase. 

Again, the —— ‘e experience gives us some teaching. When 
the law was amended, in 1948, it provided that the 25 percent or $300 
increase was applied, so to say, retroactively; ine is, to employees 
already retired, as well as to employees prospectively to retire. That, 
using the chairman’s word, was a direct Treasury subsidy to those 
employees, because their period of contribution hi id long since ceased 
And while there was some increase in the contribution from employees 
still working, it was by no means sufficient to cover the increase for 
the past service. 

So the Congress, in that 1948 action, recognized just what we ar 
saving, that where you have a long term economic trend which has 
worked to the plain disadvantage of retired emplovees and employees 
to be retired, simple justice requires a measure re relief to them. 

I have one thing to say about these two bills, 1353 and 1347, which 
has not been mentioned in this record, and which we believe is a 
matter of some importance, and then I wish to turn for a few moments 
to the question of the size of taxable payrolls, which | think is an 
extremely important point before the committee. 

No one has said anything in particular either about the costs of 
administration or about the complexities of administration of these 
two bills respectively. S. 1353, at whatever figure it be put, provides 
an across the board increase. It simply provides 2 new method of 
computing any new annuities or new insurance benefits which might 
be paid. And as to those already in existence, it would apply a simp| 
percentage figure to them; so that one computation for each annuity 
would be necessary. It is the method which was emploved when the 
1948 amendments granted the 20-percent increase in retirement 
benefits. 

In contrast, S. 1347 will cost more to administer, and has a rather 
cumbersome administrative job in view, and would delay the compu- 
tation and the effective payment of many of the increases which are 
provided for in the bill. In respect to all survivor benefits, a com- 
plete new recomputation of benefits would be necessary. In respect 
to the benefits to the living spouses of living annuitants, they would 
have to create an entirely new system and compute all of those. 

The figures before you indicate that that would involve 1.3 percent 
of the 5.2 billion dollar payroll, or a figure of $6,800,000, per vear. We 
believe in the first year, until this administrative task had been ac- 
complished, if it could be accomplished in | year, the cost would be 
materially higher than that. But accepting that as a level, and going 
by past experience, we believe the cost of administration under S. 1353 
would not be increased at all, and that it would remain at 1 percent or 
even perhaps less than 1 percent of taxable payrolls. 

There is a factor of saving in administration there, but even more 
important, there is the factor of the immediate need of these annui- 
tants for increased monthly payments to them, a need which can be 
satisfied by the straight percentage adjustment, one calculation per 
annuitant, 

If there are no questions about that, sir, | would like to turn to this 
important question of taxable payrolls, because I think it les at the 
heart of the problem confronting the committee. Time has not per- 
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mitted very extensive analysis of this matter, such as to lay before you 
a precise table. 

Senator Dovatas. May I turn back a little bit? By your proposal 
to increase benefits by one-sixth, or to 2.8, 2.1, and 1.4, as you said, 
upon the monthly increments of income, you have now brought your 
proposal subs ae similar to section 6 of 1347, which proposes 
28. 2.0, and 1.4; s0 that the differences are only one-tenth of 1 percent 
on the second laver of monthly income, or $50 to $150 a month. So 
that there is a substantial uniformity, then, on this section. 

Mr. O’Brien. As to that phase of 1347, that is correct, sir. It 
produces, unless my figures are wrong, an increase in these annuities 
of 13.8. 

Senator Dovetas. That is right. 

Mr. O’Brien. And mine would produce 1674 percent. 

Senator Douatas. Yes. But the sole difference is on that $100 of 
income, from $50 to $150 per month. 

Mr. O’Brien. That is correct. 

I was reminded by the chairman’s comparison of those phases of 
1353 and 1347, of another matter in 1353 which we believe is a very 
small amount in terms of cost, and which in the interest of logie and 
fairness should be changed. 

The present act, in the computation of survivors’ annuities, stops 
at a maximum of $3,000 per vear, or $250 per month, in crediting 
compensation for the purpose of computing survivor benefits. At the 
time that was enacted, $3,000 was the maximum figure under social 
security. That has now become $3,600. And, of course, we have 
always had $3,600 as the maximum taxable amount and the maximum 
of compensation credited for the purpose of other benefits under our 
act. 

We have proposed that in computing the basic amount that addi- 
tional $600 per year or $50 per month be employed. 

Now, in the computation of the basic amount, the first $75 is 
credited at 40 percent, and the balance up to $250 at 10 percent. If 
you credit this additional $50 a month at 10 percent, the maximum 
that could be added to anyone’s basic amount would be $5. Since 
that is only for the purpose of survivor benefits, which are fractions 
of the basic amount, the maximum fraction being three-quarters for 
a widow, the maximum change would be $3.75 per month for a widow. 
And we believe, in the interests of logic and fairness, that that addi- 
tional $50 per month, or $600 per year, should be credited. The 
change we have proposed in that respect would accomplish that result. 

Senator Doucias. And that would effect for the people in your 
organizations, for the organizations which you represent, a slight 
upward movement in survivors’ benefits? 

Mr. O’Brien. It would make an increase in survivors’ benefits on 
a sliding scale from zero to three seventy-five, for those employees 
whose earnings range between $3,000 and $3,600 per year or more. 

As to children’s and parents’ insurance annuities, which are one-half 
of the basic amount, the maximum increase would be two dollars and 
a half a month. 

I guess I can turn back to this question of taxable payrolls now, Mr. 
Chairman. 

In criticizing by hindsight the taxable payroll estimates upon which 
the fourth valuation was based, I do not wish to be taken as in any 
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sense criticizing either the actuarial staff or the research staff of th 
Railroad Retirement Board. I think they do a good job with th 
information available to them on a conservative basis. But I hay 
studied the document filed with your committee by Mr. Matscheck 
the first page of which bears date of October 12, 1949, the second part 
of the study of which bears date of October 14, 1949, constituting the 
economic work underlying the payroll estimates of the 1949 valuation 
And they were just low. 

Senator DouGias. What were their estimates for 1948? 

Mr. O’Brien. Well, they had 1948 before them at the time the) 
did this work, Mr. Chairman, because it was done in the fall of 1949 

Senator DouGias. What were their estimates for 1949? 

Mr. O’Brien. Well, in 1949, they had a good part of the year before 
them, and they estimated $4,800,000,000 taxable payroll as a reason 
able low estimate; $4,830,000,000 as a reasonable high estimate. 

Senator Douatas. Is this total payroll, or total covered? 

Mr. O’Brien. Taxable payroll. 

Senator Douaias. And 1950? 

Mr. O’Brien. In 1950, the reasonable low was four billion six. 

Senator Doueias. What was the actual 1950? 

Mr. O’Brien. Well, to get that I have to give you some information 
as to the computation that is necessary. ‘They work from the class | 
line haul payroll. That payroll is regularly available in the form o! 
what is called the Statement M-—300, a publication of the Bureau of 
Transport Economics and Statistics of the Interstate Commerce Com- 
mission. Working from the class I line-haul payroll, as this study of 
Mr. Matscheck and his staff shows, based on their past experience 
they add about 16 percent to get the total payroll of the carriers 
covered by the Railroad Retirement Act. Then they write that down 
by a figure which varies with wage rates, so as to give them a compu- 
tation to exclude money over $300 per month, and there ‘by arrive at 
the taxable payroll. 

Now, their estimate for 1950 was 4.6. The class | line haul payroll 
for 1950 by itself was just under 4.6 billions. 

Adding the 16 percent to that, and taking out the allowance by their 
method for the exclusion of nontaxable payroll over $300 per individual 
per month, gives you a figure substantially better than their reasonable 
high estimate for 1950, rather than anywhere close to their reasonable 
low. 

Senator Doveitas. What was their high figure, again? 

Mr. O’Brien. $5,238,000,000. 

Senator Dovetas. And what was the actual? 

Mr. O’Brien. The actual, computed on the same method, comes 
just a little higher than that, in the neighborhood of 5.3 billions. 

Now, I want to emphasize this fact, Mr. Chairman, before proceed- 
ing to my next statement about it, and that is that that 1950 payroll 
figure for the class I line haul railroads, of $4,594,000,000, that I base 
my statement on, is payroll prior to the increases which I am about to 
talk about, with the exception of the increases for the Switchmen’s 
Union of North America and the Railroad Yardmasters, and those 
increases took effect October 1 and would have a very small effect on 
that payroll. 

I filed with your committee, in connection with a request for infor- 
mation from the Board’s staff, a copy of the recent report of the 
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Temporary Emergency Railway Wage Panel, of whic h Dr. Leiserson 
was chairman, and also the approval of the escalator w age increase 
by Mr. Johnson, the Administrator of Economic Stabilization. That 
report contained a pretty good summary of the changes in the railroad 
wage rate picture which have recently occurred. 

However, and I want to make this as brief as possible, there are 
some important factors emerging from there which we believe have 
not been taken account of even in the taxable payroll estimates which 
have been made by the Board staff recently and filed in this record. 

The basic facts are these: That the nonoperating employees, 
representing about three-quarters of the railroad employees, have 
effectuated since this 1950 payroll, an increase of 18'; cents an hour, 
effective April 1. 

Senator Douaias. Nonoperating? 

Mr. O’Brien. The nonoperating employees. And in their agree- 
ment, there is quarterly adjustment in accordance with rise in the 
consumers’ price index, which on July 1 will undoubtedly bring some 
further increase, although I think not of the magnitude of the one 
they received effective April 1, which was 6 cents. 

Additional, the operating employees have on the table for their 
yard service employees, constituting approximately 40 percent of the 
total, 33 cents per hour effective April 1, and the same type of escala- 
tion. I say that is on the table, because it has been offered by the 
carriers, supported by sworn testimony of their principal negotiator 
before the full Senate Labor and Public Welfare Committee. 

Senator Dovetas. May I ask you a further question? According 
to the sheet for December, which I have, on wage statistics, the aver- 
age hourly rate, straight-time rate, for all employees, excluding the 
switching and terminal companies, is $1.516. The transportation, train, 
and engine service is $1.585. That means that probably the average 
would not be far from $1.50 for nonoperating employees. 

Mr. O’Brien. We have a pretty exact figure for them. 

Senator Dova.tas. Oh, you do? 

Mr. O’Brien. Yes, sir. Before their recent increase, of $1.485. 

Senator Douveias. That would be roughly a 12-percent increase ? 

Mr. O’Brien. Yes, sir. 

Senator Doucuias. What is the tangled situation so far as the 
operating crafts are concerned? 

Mr. O’Brien. That is what I was coming to, Mr. Chairman, if | 
may. 

These figures that I give you have not yet proved acceptable to the 
operating employees, but in large part they are. But | am talking 
now about what the carriers have said in sworn testimony before this 
full committee that they have offered. They have offered what would 
give the yard employees, represented by the operating unions, 33 
cents an hour effective April 1, 1951; the road employees 18}; cents 
an hour effective April 1, 1951. 

Senator Douauas. According to this sheet, which I have here, yard- 
masters, switch tenders, and hostlers had average hourly earnings in 
December of $1.414. 

Mr. O’Brien. That sounds awfully low, Mr. Chairman. What was 
that? Switch tenders, yardmasters, and hostlers? 

Senator Doueias. A 33-cent-an-hour increase would be about a 
23- or 24-percent increase. 
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Mr. O’Brien. Yes, sir. I may say that a large part of that increase 
is under the heading of ‘‘Maintenance of take-home pay upon reduc- 
tion in hours of work.” It was a part of the 40-hour-week movement 

Senator Dovetas. What was the offer for the train crews proper? 

Mr. O’Brien. That would be 18% cents an hour effective April 

Senator Dovetas. And according to these figures, the averag 
hourly earnings for that group, train and engine service, is $1.585 
per hour? 

Mr. O’Brien. Yes, sir. That includes yard employees, though, 
Mr. Chairman. 

Senator Douatas. Oh, it does. 

Mr. O’Brien. It includes yard conductors and yard brakemen 
helpers, yard engineers, and yard firemen helpers. 

Senator DovGias. Probably that would not be far from 10 to 11 
percent. 

Mr. O’Brien. It depends upon the man’s rate. On the whole, 
think it is a little lower than that. 

Senator Dovatas. I see. Well, probably it would not be wrong 
to say that the average increases given and those offered would be 
around 11 to 12 percent of total payroll? 

Mr. O’Brien. Well, at least that, perhaps more, when you consider 
the yard adjustment. 

Senator Dovaias. That would mean that the 5.3 figure, assuming 
the same continuity of employment, the same degree of employment, 
should be raised by not far from $600 million, making the total 
somewhere between $5.8 and $5.9 billlions. 

Mr. O’Brien. That is correct. 

1 think that you reach the solution much more quickly than |] 
could have, but [ would like to support your solution by a little bit 
of further information. The 1950 figures I gave you do not show 
the effect of certain increases for operating e mployee s ordered by the 
Department of the Army. Although those increases were made ret- 
roactive to last October, the order was not made until February some 
time. 

I think I can shorten this, in view of the chairman’s perspicacity 
with these figures. The carriers have estimated the total cost of 
these increases, and this is an estimate they have given to the full 
committee here, and it is also an estimate that they have placed 
before the Interstate Commerce Commission in their petition for 
increased rates. They have placed this whole package, including the 
cost-of-living adjustments, all effective April 1, 1951, at about $620 
million annually. Now, there would be added to that, of course, 
any increase occasioned by a rise in the price index by May 15. That 
increase would be made effective on the first of July, and so on quar- 
terly, assuming that it is permitted under stabilization policies. 

‘There is one other factor that I want to mention, because it fits 
directly into my concept of an expanding economy in which retired 
emplovees have by no means had their share. The chairman is un- 
doubtedly familiar with the so-called General Motors-type agree- 
ment, under which in addition to keeping wages in pace with the rise 
or fall of the cost of living, an annual productivity factor of approxi- 
mately 2.5 percent is allowed; so that the purchasing power of the 
employees, their power to buy consumers goods, rises relatively in 
pace with the rising productivity of the economy as a whole. 
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We do not have the railroads’ signature to any such agreement yet. 
In the nonoperating employees agreement and in the agreement 
offered the operating employees, there is a clause which subst antially 
provides this, that as of July 1, 1952, the parties will explore whether, 
under stabilization policies, hi productivity increase factors have 
been permitted to operate. 

If so, they shall explore whether or not there shall be further in- 
creases under these railroad wage agreements, If they can’t agree, 
the matter shall be submitted to an impartial referee, | believe to be 
named by the President. 

Mr. Forr. Mr. O’Brien, could I interrupt you just a moment? 

Mr. O’Brien. Yes, sir. 

Mr. Forr. Before we get too far in the record away from your 
quick calculation of the effect of these increases, perhaps it shculd be 
noted that you were making your calculation on the full payroll and 
not on the taxable payroll. 

Senator Douvetas. Yes. That is correct. 

Mr. O’Brien. The calculation of the increases on the full payroll 
would make my statement as to what the taxable payroll would have 
been by their methods in 1950—it takes account of that factor. 

Senator Dovetas. That is, you say the taxable payroll with a $300 
limit? 

Mr. O’Brien. Yes, sir. 

Senator Dovetas. In 1950, in the covered occupations, of 5.3 
billion. 

Mr. O’Brien. In that magnitude, sir. 

In any event, this productivity factor may well be taken account 
of in the railway wage picture. 

Now, the next point is this. How did the employees get into the 
agreements which now run until October 1953? That, it seems to me, 
is a vital factor. Most railroad agreements have been made subject 
to 30 days’ notice under the Railws ay Labor Act. 

These agreements were made at the direct request and urging of 
Dr. Steelman, speaking for the President. As early as August of 
1950, Dr. Steelman suggested to the railroads and to certain of the 
operating brothe rhoods that the President desired a period of at least 
3 years of peace on the rails; that the defense effort of our Nation 
would need that; that to get that they should consider taking account 
of changes in the cost of living, and make a 3-year moratorium on 
any possibility of strikes or lock-outs. 

It was told to them that they were going to be so busy that they 
would not have time for strikes and lock-outs, that that was the desire 
of the White House. That they will be that busy is borne out by 
the recent testimony of Mr. Wilson in respect to the Defense Produc- 
tion Act, in which he has pointed out that we have by no means 
reached the peak of the necessary production for this effort. 

I have one more thing to add to that. 1 think it won’t be necessary 
to go in great detail into the economic study made by the Board’s 
research staff. But I do want to turn to one thing: That is their 
estimates of the traffic the railroads might have and their estimates 
of productivity. 

In their reasonable low estimate they reach an index of industrial 
production of 219 in 1965. We reached it in January 1951. In their 
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reasonable high estimate, they reach a comparable figure of 220 j 
1957. We reached it already. 

Senator Doveias. Mr. O’Brien, would you say of the position o 
the actuaries that even though the payroll increases, and therefor 
the taxable base increases, that increase carries with it increased 
liabilities, so that there is no net gain to the fund? Virtually every 
actuary has argued in that direction, including your own—over my) 
protests. 

Mr. O’Brien. Mr. Chairman, I promise you I am not going to 
get into a quarrel with the actuaries. 

As wage rates increase and more people earn up to the taxabl 
maximums, as Mr. Bronson pointed out yesterday, there is mor 
money in the fund which, for the purpose of benefits, gets credited 
at a lesser rate. That is a layman’s way of expressing it. 

Senator Douatas. Surely. 

Mr. O’Brien. So that while there is some increase in the liability 
of the system, the increase in liability is not in proportion to th« 
increase in intake. 

Senator Douatas. What do you think of the argument that | 
advanced, and if you do not agree with it by all means refuse it, that 
the proportion which the accrued liability bears to total payroll 
diminishes as the total payroll increases, the accrued liability with 
which the system started out being a relatively fixed amount? 

Mr. O’Brien. That is true, that it will increase in proportion. 

Senator Dovua.tas. It therefore absorbs a smaller proportion of the 
total tax, leaving a larger proportion free for other purposes, 

If the actuaries disagree with this statement of mine, I would like 
to have them take the stand in rebuttal, because I do not want to 
launch out on something that is mathematically unsound. 

Mr. O’Brien. Of course, as I understand Mr. Musher’s methods, 
they establish what they call a new entrant rate, based upon the antic- 
ipated age at entrance, and all the rest, and the scale of benefits that 
are then provided, and use that as a fixed assumption; and then they 
add to that, in order to determine what they need for all purposes, 
the accrued liability rate. Nevertheless, it is true that as these wages 
have risen there has been a greater amount of money available cover- 
ing a relatively fixed accrued liability. 

Senator Dove as. That is, the original accrued liability? 

Mr. O’Brien. Certainly the liability for prior service to 1937. 

Senator DovGuias. That is my point. 

Mr. O’Brien. I would like to mention one other of these economic 
factors, if the chairman does not have other questions right now, and 
that is this: that the economics staff of the Board based its predictions 
as to the amount of traffic the railroads would have upon considera- 
tion of their predicted index of production, and giving consideration 
to population increase. Now, the facts have outrun them there very 
badly already, and that is shown very clearly in the material I would 
like to give you right now. 

The important ‘factor in the railroad business, as I am sure the 
chairman knows, is in freight traffic rather than passenger traffic. 
In so-called normal times, passenger service costs the railroads more 
than they receive for it. 

Estimates of 1951 freight traffic, which were placed in evidence 
before the Interstate Commerce Commission at its recent hearings, 
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range from a low of 620 billion ton-miles, suggested by the carriers, to 
a high of 687 billion ton-miles, estimate for 1951 by the Defense 
Transport Administration in October 1950. 

Now, the carriers’ low fizure, 620, and the Defense Transportation 
\dministration’s high figure of 687, vary - 

Senator Douae.as. Are these ton-miles that you are speaking about ? 

Mr. O’Brien. Those are revenue ton-miles, sir. And they run in 
billions, of course. 

The Defense Transportation Admimistration estimate is 16.7 percent 
higher than that of the carriers. That estimate would seem to me to 
be more reliable, particularly in view of the well-publicized statements 
of Mr. Wilson, that we are by no means at the peak of our defense 
production effort. But I think the important thing from the stand- 
point of this hearing is to notice that both of them are well above 
anything envisioned by the economic staff of the Board in making 
its estimates. 

Senator Dovaias. What were those figures again? 

Mr. O’Brien. Well, it was estimated, 1951, at 620 billion revenu 
ton-miles. 

Senator Dovetas. Is that class 1? Or classes I, II, and III? 

Mr. O’Brien. Well, I suspect it is class I carriers. Class IT and III 
carriers, so far as ton-miles are concerned, are an almost negligible 
factor. 

Senator Dovauas. The figures of the Interstate Commerce Com- 
mission, which I have before me, page 115 of the report for 1948, 
indicate 641,000,000,000 ton-miles on classes I, I], and III for the 
vear 1948. That as a matter of facf is a good 50 percent more than 
the figure for 1920, although 100 billion tons less than for the peak 
war year of 1944. 

Mr. O’Brien. My point, sir, on that, I do not want to be precise 
about this, but class II and IIT carriers, according to studies I have 
seen on almost any measure represents something less than 5 percent 
of our railroad system in comparision with class | carriers. It would 
be less than that if you include the class I switching and terminal 
companies, it gets up to 98 percent as against about 2 percent. 

So that those additions are not very important. The conclusion 
I wish to draw from the figure of 687,000,000,000 revenue ton-miles, 
which seems reasonable, or the figure of 620, is that both of them are 
higher than anything anticipated by the economic staff of the Board 
in making their estimates of prospective traffic and payrolls. 

Again while I do not wish to quarrel with actuaries, the point of my 
testimony in this respect is that there is some margin because of an 
underestimation of the probable income of the Board’s system. | 
only wish to add one other thing, and that is that on behalf of the 
operating organizations I have been asked to say that we believe the 
Board is well within its functions in providing their best information 
as to what a given proposal will cost or what its effect will be on 
soundness of the system, and we thank them for the assistance they 
have been to us and to all parties concerned, but we believe that the 
Board transgresses its proper functions when it purports to influence 
the Congress in respect to what type of new benefit might be desirable 

We feel quite strongly that the people we represent and the carriers 
who provide these funds, we look to the Board for good administra- 
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tion, and we get good administration, but we do not believe they shou 
be the policy makers as to the type of benefit. 

Senator Dovc.as. It so happens that the chairman feels quite 
strongly on that point, and is very glad to take advice from all quarte: 
but he believes that the Congress should be the policy-making bod) 

Mr. O’Brien. I want to thank the chairman for his consideration 

Senator Doveias. | think the Railroad Retirement Board 
very well in this whole thing. | always admonish that in a democra 
it is the legislative body which is policy r making. 

Thank you very much 

Now we have another hearing of the Banking and Currency Com- 
mittee going on simultaneously, of which | am also a member, and 
Mr. Gibson, of the Defense Production Administration, is now on thy 
stand. There are some questions which I would like to ask him about 
accelerated amortization, and | wonder if it would be satisfactory if w: 
recessed the hearing until 2 o'clock, and then Mr. Latimer and M: 
Kennedy would be the witnesses this afternoon. 

(Whereupon, at 11:40 a. m., the hearing was recessed to reconven: 

t 2 p. m. of the same day 


AFTERNOON SESSION 


Senator DouGuias. We have a letter from Mr. Walter Matscheck, 
of the Railway Retirement Board, in reply to an inquiry addressed by 
Mr. O’Brien on May 5, a copy of which I would like to have made a 
part of the record at this point. Has a copy been furnished to you, 
Mr. O’Brien? ‘ 

Mr. O’Brien. There has been, thank you. 


Senator Douac.uas. The first witness this afternoon is Mr. Murray 
W. Latimer. Would you qualify yourself, Mr. Latimer? 


TESTIMONY OF MURRAY W. LATIMER, CONSULTANT ON PEN- 
SION, INSURANCE, AND OTHER EMPLOYEE BENEFIT PLANS, 
WASHINGTON, D. C. 


Mr. Latimer. Mr. Chairman, my name is Murray W. Latimer, 
consultant on pension, insurance, and other employee benefit plans 
with offices at 1625 K Street NW., in Washington. I have asked for 
the privilege of appearing before you today out of a sense of civic 
duty. It has been my opportunity through many vears to study this 
type of legislation. More than that, in July 1934 to January 1946 | 
was the Chairman of the Railroad Retirement Board. In that capac- 
ity it was my duty to present to the committees of the Congress, in 
behalf of the Railroad Retirement Board, proposals for the major 
part of the legislation which now appears on the statute books. | 
supported that legislation out of conviction. By the enactment of 
S. 1347 you wotild throw into the discard certain principles which | 
had thought basic to the Railroad Retirement System, or for that 
matter, to any other system providing social insurance against the 
hazards of age. I feel a deep personal concern about what happens 
to those principles in the Railroad Retirement System. 

[ have devoted more than 25 years of my life to the promotion of 
old-age security. I have been the author of several rather intensive 
studies of that problem 
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Senator Doua.as. A couple of very lengthy studies, too. 

Mr. Larimer. And extensive perhaps is a more appropriate adjective 
than intensive. 

Before the Railroad Retirement Board was created I was in charge 
of the studies on which the costs of the original retirement act were 
based. In addition to that I have been the Chairman of the Technical 
Board of the Committee on Economic Security, and Chairman of the 
Oid-Age Security Committee of that Board. 

Senator DouGaLias. You mean the Social Security Board? 

Mr. Larimer. The old Committee on Economic Security. 

Senator Dovuatas. I see. 

Mir. Larimer. The committee which formulated the original Social 
security Act. But I was in charge of the studies which underlay the 
old-age security parts of that act. I was the first director of the 
Bureau which administered title 2 of the act. 

The last 4 years I have represented labor organizations, manage- 
ment, joint boards, in the formulation of pension and insurance plans 
covering over 600,000 men in the steel industry. I am currently 
serving employees and labor organizations in several mdustries In 
that capacity | have had to do with plans recently covering more than 
a million workers, all of them supplemented under the Social Security 
Act. I might make it clear that what I say today is in my own 
personal behalf and is not to be associated with any of those with 
whom I have had relations in the near or distant past. 

[ prepared the statement myself and it represents my own views 
and no one else’s, except insofar as I may influence them. 

{ think it is important to realize that from the beginning the railroad 
retirement system attempted to deal with the retirement problem as it 
was without delay and without prejudice to the younger railroad 
workers. That immediate problem was a big one. Fifteen years ago 
almost, 14 years ago, the imitial load for the retirement benefits was 
over 24 percent of the taxable payrolls in 1937, and over 4 percent of 
railroad workers retired under the terms of that plan almost immedi- 
ately with the beginning of its operation. By contrast, even at the 
end of 1950 the retirement load under the Social Security Act, after 
more than 10 years of operation, represented only 3.6 percent of the 
number of persons covered by the act, and the amounts paid to them, 
with the supplements to the spouses, was 1.2 percent of the taxable 
payroll in 1950. That is, on a cash disbursement basis, the initial 
load under the railroad retirement system was 2.1 times the retirement 
part of the social security load after 11 years of operation and a large 
increase in benefits in the year 1950. 

Senator Douaias. That was because the liability was assumed by 
the system, isn’t that true? 

Mr. Latimer. Yes. It began, as I say, by dealing with the 
retirement problem as it existed and without delay, because it made 
in effect a retroactive application. 

Senator Doveias. The social security system did nothing to 
support those at ages which would qualify them for retirement and if 
they were in need it threw them back on old-age assistance. 

Mr. Larimer. I say in the next paragraph at the bottom of page 2, 
a very substantial part of this higher relative burden under the 
railroad retirement system has been the result of the assumption 
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of burdens with respect to persons who under the general socia 
securly system receive old-age assistance on the basis of a means test 

Before I get to that I would like to call attention to the comparatiy: 
situation at the end of 1950. About 17 percent of the total railroa 
population in 1950, measuring in that population all those on a: 
estimated basis, I estimate 2,200,000, all those who receive wage: 
taxable under the Railroad Retirement Tax Act in that year, 
compared with slightly less than one-third that proportion unde 
social security, with the load on a cash disbursement basis of 6.5 
percent of the payroll which I estimated by dividing the taxes receive: 
in the year ending March 31, 1951, under that act by the tax rate 0.12 
which I would suppose would be a reasonably correct assumption o! 
the taxable payroll in 1950, and would be an overstatement only if th: 
outstanding obligations in March 1951 were greater than the pre- 
ceding year, and if they were less the taxable payroll of course would 
have been less. 

The $4,707 million seems to me to be a reasonable figure both by 
reference to the available payrolls on the class I railroads and b\ 
reference to the taxes. 

[ have here a system which in terms of numbers of persons is 
currently caring for about three times as m: iny as social security, and 
on the basis of expenditures, about four times as many. The current 
level of expenditures is now above the maximum tax rate scheduled 
under_social security. 

Senator DouGtias. Will you explain the reason for this later on? 

Mr. Latimer. The reasons are, one, that there was a larger pro- 
portion of older workers in the railroad industry than there were fo 
ail industries. The railroad system picked up the pension roll as it 
had accumulated over many years on the private systems of th: 
railroads beginning July 1, 1937. By the amendments of 1946 the 
survivor benefits were applied to the widows of the aged railroad 
workers who had already retired. The lump sums, which include 
both the lump sums in the form in which they are payable unde: 
social security at a somewhat higher level and lump sums under the 
residual benefit payments, all of which tend to increase the numbers 
of persons above the corresponding figure for social security. 

Senator Doveitas. How do you account for the larger percentage 
of survivors under the railway system than under social security? 

Mr. Latimer. It is primarily attributable to the aged widows. It 
is in part attributable to the fact that there has been a slightly larger 
proportion of surviving widows with young children in the railroad 
field than elsewhere, although that varies by age group for reasons 
which I could not explain, and the number of children apparently has 
been slightly larger on the average for the railroad families than for 
the families under social security. Again, a phenomena for which 
I have no explanation. 

But the primary factors are the advanced age, which reflects both, 
and one more factor which I have overlooked, the obvious factor that 
the social security provides for no retirement benefits under the age 
of 65, whereas about one-ninth of the load in numbers and about one- 
seventh in amount is attributable to the existence of the disability 
benefits, a very small fraction to the voluntary retirement after 30 
vears of service on reduced annuities which are available under the 
Retirement Act. 
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Senator Dovetas. This creates a larger number of surviving widows 
when they die. 

Mr. Latimer. It is primarily the aged widows. The numbers in 
proportion to the eligible group is apparently slightly larger but not 
significantly so. 

The railroad retirement system was intended to be financed on the 
basis of a payment equal to the cost of benefits accruing by reason of 
service currently rendered, that is, the normal cost, plus the interest 
on the difference between the total value of benefits to present em- 
ployees, including their future accruals, and the sum of present value 
of the normal cost contributions with respect to such employees and 
any funds on hand. 

I do not have the original estimates on which the 1937 tax rates 
were predicated, but it is my recollection, which I have not had an 
opportunity to verify, that the normal cost was originally calculated 
at somewhere around 4.4 or 4.5 percent of payroll and the interest 
on the initially unfunded reserve requirement, that is, the deficiency, 
was about 65 or 70 million dollars annually. The taxable payroll I 
remember quite clearly was the subject of long discussion in the 
negotiations which led up to the 1937 act, was assumed to be 2.2 
billion dollars. Both the first and the second valuations indicated 
these estimates to be too low, and I think there can be no possible 
question but that they were too low. The first valuation placed the 
normal cost at 5.6, and the second at 5.8 percent of the taxable pay- 
rolls, while the interest on the unfunded reserve requirements was 
set at 101.7 million dollars and 109.6 million dollars respectively. 

There was a large amount of talk about those estimates and I 
thought they were valid. I individually at first, and later on joined 
by another member of the Board, recommended an increase in the 
taxes on the assumption of 3.3 billion dollars of payroll in perpetuity. 
That assumption was included in the 1946 amendments. 

In the ordinary industrial pension plan when the plan is established, 
the liabilities are scaled to the ability of the employer to pay for prior 
service. The railroad retirement system is perhaps not unique but it 
is a marked departure from the general custom in that regard. Fifteen 
years ago, first in the 1935 act and later on in the 1937 act by agree- 
ment, it was agreed by the labor organizations and the managements 
who negotiated the recommendations leading to the 1937 act, that 
there would be always a 50-50 division of the cost. Then in the 
succeeding 15 years the benefits have been raised, but time they have 
been given retroactive effect, always with the 50-50 sharing of prior 
service costs between the railroads and other employers and employees. 

At the end of 1947 the 4.6 percent normal cost which was originally 
estimated, which had grown to 5.8 in the second valuation, had risen 
to 7.9, and the interest had gone up from the original estimate of 
somewhere in the neighborhood of 65 to 70 million dollars, to 101, to 
109, to $221 million annually. 

That means that the average new employee gets benefits worth 7.9 
percent of his pay. On a 50-50 basis the new employee is reasonably 
well off so long as his half of the total bill is less than the value of the 
benefits. 

Senator Dovatas. In other words, the remaining 4.6 percent is 
caused by the obligation for prior liability. 

Mr. Latimer. Prior liabilities. 
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Senator DovGuas. Prior to 1937? 

Mr. Larimer. No, sir. There was a deficiency which was incurred 
between 1937 and the time when the 1946 act, at least, tax rates too] 
effect, so that in addition to the original liability, which I think I can 
fairly Say, hav ing been responsible for it, undoubte dly underestimate (| 
but nevertheless had grown further by the increase of interest on th 
unfunded part 

The point I want to make here, which | think is a point which is 
extremely crucial in this kind of system, is that there is a limit beyond 
which you cannot tax present employees without creating a grav 
injustice. The limit, taking all the new incomes as a group, seems to 
me the value of their benefits, but the average employee is not neces- 
sarily the basis on which employee contributions can be fixed. Thi 
fact that the average employee is well off on a given scale of employe: 
contributions does not make the employee who is younger or who has 
other factors which led to low costs for him accept the average con- 
tribution rate because by that criterion he individually loses, even 
though as part of the group he does not lose. 

So as a practical matter, the limit to which employees can bi 
assessed is substantially below the cost for new emplove es. 

The great rank and file pressure for the increase in the scale of 
annuities and pensions and the provisions of the residual benefit in- 
cluded in Public Law 744 of the Eightieth Congress seems to me to 
indicate rather clearly that half of the total cost which employees 
contribute must be substantially less than the benefits for new em- 
ployees. That showing was characteristic of what happens in that 
kind of situation. This fact has highly important consequences to 
which I want to refer later. 

I may say that on the basis of my own experience I would fix the 
top limit which it is practicable to assess on an average basis against 
employees as about 80 percent of the value of the benefits for new em- 
plovees, and that if you Zo above that vou are bound to have a serious 
situation develop in the effects on employee morale and their attitude 
toward the system. 

Senator Douaias. When you reach the maximum under the present 
system, 6'4 percent assessment upon the e mployee 

Mr. Larimer. It is about 79 percent at present. 

Senator Dovetas. If the benefit is 7.9 percent, then they are roughly 
getting the 80 percent. 

Mr. Latimer. It is very close to 80 percent. 

Senator Douatas. As an average. 

Mr. Latimer. And for reasons which I shall give later in some 
detail, in my judgment if S. 1347 were to be enacted, despite the fact 
that it appears to increase the value of the benefits for new emplovees 
to a figure that must be close to 9 percent, you cannot apply the 80 
percent ratio, which I say on the basis of my own experience I have 
found to be a rough guide. You can apply nowhere near the 80 
percent figure. I would like to develop that in a little more logical 
sequence, if I may. 

The developments which led to the enactment of Public Law 744 
were not anticipated. 

Senator Dovatas. That is, the 20 percent increase? 

Mr. Larimer. That was the 20 percent increase, yes, sir. I mean 
primarily the attitude of the employees and their response to the 
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various stimuli provided by the system were such as might have been 
expected and which, as a matter of fact, you had expected, though 
the response took directions which I had not thought they would take. 
In any event it seemed to me, and had seemed to me from the beginning 
of the railroad retirement system, that unless there were three basic 
principles incorporated in the act, it was bound in the long run to be a 
failure. 

‘Lhe first principle was that there was to be no forfeiture of the rights 
to the old-age annuity for any service or compensation with respect 
to an employee who had paid taxes since 1937. ‘That is to say, in my 
judgme nt you cannot have a contributory pe nsion system or ask or 
“s quire e sadpees s to pay to it unless they get a value inreturn. That 
is fundamental. 

The second, apart from the minima, there was to be a 1 to 1 
relationship between annuity and length of service. In other kinds 
of systems I would say a 1 to 1 relationship between annuity and 
length of service and compensation. I omitted the compensation 
here because in this kind of system I don’t think there is any basis 
for saying that relationship need be 1 to 1. As far as service is con- 
cerned, that seems to me to be a highly important principle for this 
kind of system. 

A third principle is that there were to be prompt steps to cover 
deficiencies by taxes so as to prevent the employees’ half of the taxes 
from coming too close to the values of benefits for new employees. 
That is a principle which is apart from the financial support of the 
system, and it is independent of that principle, and even if later on 
you would come to the principle of full support by assessing the 
deficiency, you would run up against certain factors which might 
make it impossible to finance soundly because of this principle and 
net because of the meeting of the deficiency as such. 

These principles are not merely those of the Railroad Retirement 
Act. They or their equivalent have been found to be the minima 
which are essential to the maintenance of any contributory industrial 
pension system, which is what the railroad system is 

If S. 1347 merely proposed to throw out the retirement baby, | 
might not be unduly saddened. I have helped to father many such 
babies, and most of them, for which I am thankful, are in sound 
health. But this bill goes further than that, and it throws out the 
bath and the baby and throws out the bathtub on ons of the baby. 
[ find it impossible to hold my tongue. 

To be quite specific: The enactment of S. 1347 into law would, 
first of all, result in a tax levy on the vast majority of railroad workers 
from now on, in return for which it is not proposed to give equivalent 
value. Second, it would produce a forfeiture of annuity rights for 
an unknown but undoubtedly large number of former railroad workers 
with no offsetting value, and frequently no offsetting value at all. 
Third, it would have the effect of reducing some annuities immediately 
and many others within the next 2o0r3 years. Fourth, it would intro- 
duce inequities and anomalies on a staggering scale. Fifth, it would 
worsen labor relations on the railroads, already in sad need of im- 
provement, to the great detriment of the national interest. Sixth, 
it would adopt policies for the railroad retirement systems which, if 
incorporated into industrial pension systems, aimed voluntarily to 
supplement the benefits of social security under title II, would make 
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impossible the approval of that system by the Bureau of Interna! 
Revenue pursuant to section 165 (a) of the Internal Revenue Code. 

As one who has negotiated a large number of agreements predicated 
on the existence of that section, I resent particularly any effort to 
weaken it or anything which would have that result intentionally 
or otherwise. 

Seventh, it would permit the Railroad Retirement Act to retain all 
the appropriations on account of military service, which in my judg 
ment would amount to a congressional subsidy of a quarter of 
billion dollars. 

Eighth, it would make impossible the adoption by Congress of a 
uniform national policy on social security. 

Finally, it would in my judgment make it reasonably certain that 
a Government subsidy would be required in the future to continue 
operation of the system indefinitely. 

Senator DovG.ias. Anything else wrong with it? 

Mr. Latimer. | thought that bill of particulars was sufficiently 
long that I would be willing to stand on it. 

If I may, I would like to take these points in the order in which 
have just mentioned them. 

Under S. 1347 no person can receive a benefit under the Railroad 
Retirement Act unless and until he will have completed 120 months 
of railroad service, that is, there must be 120 different calendar months 
in which he will have worked for an employer as defined in the act. 
That is past or future. I am dealing now primarily with the future 

On the basis of the employment termination rates used in the fourth 
valuation of the liabilities under the railroad retirement system, about 
85 percent—the figure perhaps should be 84, the exact figure being 
I think 83.8855, if such exactitude is important, which it isn’t—of 
the number of persons entering railroad service will not complete 10 
years of service in the railroad industry. That percentage 1s based 
on entrance at age 28, which is generally taken as representative of 
all new entrants, which I think on the basis of the distribution by age 
of new entrants is undoubtedly a correct assumption. 

S. 1347 would continue the existing schedule of taxes under thi 
Railroad Retirement Act. That means that on January 1, next, 
railroad employees will increase their contribution from the present 
6 percent to 6% percent up to the maximum taxable amount, which 
on that same day would be increased from $300 to $400 per month. 
If a railroad employee fails to complete 10 years of service—and this 
is as I say what happens in roughly 84 percent of the cases—their 
compensation will become ereditable under title II of the Social 
Security Act, and whatever rights he may have, except for the residual 
payments, will be under that act. Even in the case of an employee 
who has never worked for any employer other than a railroad, who 
dies before he completes 10 years of service, his rights are under an 
act with which previous to his death he had no remote connection. 
An employee starting in railroad service will on the average for just 
a little more than 13 years on a seniority basis have the same old-age 
and survivor’s insurance protection as an employee in social security. 

Senator Dovucias. Under the present plan? 

Mr. Latimer. No, sir; under S. 1347. But he now pays and will 
continue to pay more for that protection for the next 10 calendar 
years at least an extra cost of not less than 4% percent of the taxable 
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payroll. Under the ordinary pension plan which supplements title 
Il of social-security benefits, employees who, after making contribu- 
tions, terminate employment without the right to an annuity receive 
back their contributions, usually with accumulated interest. The 
1% percent of the railroad tax which is in excess of the Federal Insur- 
ance Contributions Tax Act I think ought to be regarded as in the na- 
ture of such a contribution. The maximum value for an employee 
who pays the extra 4% percent but does not qualify for the railroad 
annuity or the social-securit y annuity—the latter is omitted but should 
be in—is the residual benefit without an offset. The total, which is 
7 percent of the creditable pay after 1946, will in substantially all cases, 
as of the date of withdrawal, be less than the value of the extra 4% 
percent of payroll, since under the valuation standards of the fourth 
valuation an assurance of 7 is worth less than 4.25 until after age 58 

I have applied these values to the salary scale used in the fourth 
valuation for age 28 to find out what it is that the employees are over- 
paving under these circumstances. 

Kor those emplovees who terminate before completing the first 

ear of employment, the first year of seniority, the extra 4% percent, 

after subtracting the value of the residual benefit on the basis of those 
same standards, is an overpayment of 47 percent of the total 6% per- 
cent contribution. 

For terminations taking the third, fifth, and seventh years, from 
17 to 37 percent of these extra contributions are overpayments. 

These comparisons are based on the average for entry at age 28 
I don’t think there is any substantial doubt that they are at present 
a reasonable approximation of an average for all entry ages. 

These are the average values on the assumption that there are no 
offsets to go against the 7 percent residual benefit. There are certain 
payments which would serve to offset those benefits. How many 
neither I nor anvbody « Ise knows 

The maximum values of the forefeitures and the minimum values 
I translate into amounts on the top of page 7, and those amounts are 
the difference between the extra 44 percent, with interest accumulated 
at 2 percent from the end of the year of contribution, minus the in- 
terval value of the residual benefit, which gives the minimum amount 
of overpayment, the minimum present value of overpayment, and 
the maximum, which assumes that there are offsets which would cut 
down and cut out entirely the residual benefit payment. 

For the employees who enter at age 28, if you take the minimum 
value of the entire overpayment, it averages for every single employee 
who entered the railroads a value of $51. If the offsets come into 
operation and the residual benefit is not paid, the 4% percent extra 
until the time that the benefits vest has a value of $122. Or if you 
translate those into terms of the 83 percent, they become, respectively, 
60 and 144. 

The number of terminations of course go oe down as service 
increases, but the value for an employee now in his fifth year of em- 
ployment under the railroad retirement acherraaty Si each and every one 
of the extra amounts which this act assesses over the value of what it 
proposes to give in return is as a Minimum $123. 

I think I need not read the whole table. If you put it in terms of 
the values with respect to those who lose, not with respect to the 
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whole of the group at the fifth year, the values lost by those who lose 
of an average minimum value of $312 

If you apply these values to the railroad workers in service in th 
last vear for which breakdowns are available, 1947, these overpay- 
ments, forfeitures, if you wish to call them that, would be in th 
aggregate $364 million, or $146 million at a minimum. Those a: 
rough measures of the amount of overpayments over assessment 
which S. 1347 wishes to impese on railroad workers. 

Senator Dovatas. On the so-called shorter time workers, that 
those emploved less than 10 vears. 

Mr. Latimer. The columns which are headed “Present valu 
average overpayment for all employees,” is the value on the assump- 
tion that all the employees share in that loss. The last two columns 
measure it with respect to the 83 percent who terminate before com- 
pleting the 10 years’ necessary qualifying employment. 

Senator Doveias. What merit do you think there would be 
following that? While S. 1347 would require larger contributions | 
the short-time workers in terms of benefits paid out, nevertheles 
these workers presumably would be thrown into the social securit 
system, where the short-time workers receive much more in. benefits 
than they pay tn in taxes, and if they can catch on for even a brief 
period of time in the social security system, the social security system 
protects them and their families out of all proportion to the contribu- 
tions which they pay. 

Mr. Latimer. Mr. Chairman, I do find it difficult to find any 
reason why the Congress of the United States should compel a rail 
road worker to pay for a social-security benefit at a rate above that 
which every other worker in the United States is covered under th 
Social Security Act. 1 can find no justification for that. If th 
worker who is paying that higher benefit got the benefit of it, yes, but 
- does not get the benefit. It is those workers who complete 10) 

vars of service who get that benefit. I can’t understand why it 
aonb be proposed that the railroad workers have a supplemental 
system in which part of the contributions made by the short servic: 
workers are diverted for others, and I do see why it should be per- 
mitted in the case of Standard Oil or any bank or any of a thousand 
and one other companies which do precisely the same thing but not 
by foree of law. 

Senator DouGias. Let me ask you another question: Is there any 
reason why under the social security system the short-time workers 
should be paid benefits greatly in excess of the amounts which they 
and their employers pay in the form of contributions? 

Mr. Latimer. [| think it is on the principle that you must, 1t seems 
to me, in beginning a social-security system or a pension plan make 
some effort to deal with the problem of super annuation as it now 
exists. The Social Security Act is directed to the payment of larger 
benefits, not for the short-service worker in the long run, but those 
who have short service under the act and who come to retirement age 
at an early stage of the act. For the person who has short servic: 
under social security but whose short service is rendered a long way 
before he is 65, the Social Security Act in my judgment ts defective in 
that it does not give him adequate return. ‘Those are deficiencies by 
which there may be a difference of opinion. But the railroad-retire- 
ment system on the contrary went far beyond anything social security 
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has ever done in giving annuities to the old ones because it gave pen- 
sions annuities to some 50,000 or 60,000—I can’t remember the exact 
figure now—who had never for one single instant served since the 
tax became payable. Social security at least has a six quarters min- 
mum period of coverage before entitlement to benefit begins. Also 
in terms of amounts, the amounts over and above the value of con- 
iributions payable under the Railroad Retirement Act in its early 
stages is far and away above those whieh have emerged at that time 
or any subsequent time, even under the 1950 amendments under the 
Social Security Act, except for the very not only short-service em- 
ployees but for those employees who have also very low wages. 

The point which I wish to make here is that without their consent 
it is here proposed that the Congress of the United States le ‘VV on 
railroad workers who cannot hope to benefit, ; tax far above that which 
is levied under social security and for the benefit of others. That, 
| submit, is without justification. 

I say somewhere, | don’t precisely know where it is, that it seems 
to me undesirable as a matter of principle for the Congress of the 
United States to levy a tax where obviously, if given free choice, those 
who are the object of the tax would as certain as I sit here, not consent 
That is the overpayment aspect. 

The second aspect is the forfeiture of annuity rights by former 
employees. According to the 1950 annual report of the Railroad 
Retirement Board there was a total of 7,731,000 different individuals 
within the coverage of the Railroad Retirement Act after December 
31, 1936, and before the end of 1950. In the 1950 report the first 
vear was 1947, in this vear there were 2,385,000 who were in active 
service, and of that 230,000 had been awarded annuities effective in 
the 10-year period before the year in which the 1947 valuation was 
based. The 1947 report gave 4,905,900 as living but not in railroad 
service during the year. There must have been 209,000-odd who 
had died without qualifving for retirement annuity. 

Senator Dovcias. Mr. Latimer, may | interrupt for a minute? 
Is it not true that in the drafting of the original actuarial estimates 
both for Social Security and the Railroad Retirement Act, it was 
assumed that there is a stable working force, and the in and out was 
not taken account of in either system. That is, turn-over rates were 
virtually disregarded? 

Mr. Latimer. They were. 

Senator Douaias. You assumed frozen working forces, and it is 
this mobility back and forth which created at least in the early days 
of the social security system—I have not been able to follow the later 
revisions as well as | should—but in the early days created greatly 
increased costs beyond those originally contemplated because the 
benefit to the short-time worker in the social security system greatly 
exceeded the taxes which they paid. This was a drain on the fund 
at least in the early years. I haven’t been able to keep up. 

Mr. Latimer. Without wanting to be unduly defensive concerning 
either set of estimates for which I was perhaps more responsible than 
any other single person, | may say that in my judgment if the original 
Social Security Act on the basis against which those original estimates 
were drawn up had gone into effeet in accordance with the assump- 
tions on which the estimates were made, they would not have been 
in percentages of payroll proved substantially in error. In fact, | 
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think they would have been overstatements. So the costs, I wou 
say, are probably not substantially higher in the long run throu 
the operation of that factor of mobility. They have been high 
under the 1939 amendments to the Social Security Act than w 
contemplated in the type of vested interest which is the basis of t 
Railroad Retirement Act. To this point the movement in and 
is of no great importance, because we have made a number of t 
as to the effect at any given level of withdrawal rates for reaso 
other than death and compensable disability and retirement 

Senator DouGias. You are speaking of railway retirement now? 

fr. Latimer. Yes. And we found that whether vou had a hi 
termination rate or a low termination rate, you didn’t get very mu 
change in costs So those factors | don’t think represented any majo 
effect on cost. 

Senator DouG. Under th. social secu rity. system, howev 
this failure to take a account of fluidity and mobility did increase cost 
Mr. Larimer. By the time the 1939 amendments were enacted, t 
fact that that mobility existed had become quite obvious, and th 

estimates on which that act was predicated I don’t believe would 
found to have been seriously impaired by any failure to take fully int 
account that mobility. As I say, I may be quite wrong, but I would 
think from any studies I have made of it, which are quite casual, th: 
there would not have been any very great effect even under the orig 
inal act. In any event I don’t think that those are the prima: 
factors which have caused the increase in costs. 

The point I want to make, in the first parag! raph under [tem 2 o1 
page 7, I merely lay the foundation for an estimate of what th 
situation would be as of the end of 1950. There it seemed to me that 
it would reasonably be expected that somewhere around 8,400,000 
persons will have been found to have been in railroad coverage during 
its lifetime, that perhaps as many as 2,200,000 will have been in servic: 
during 1950, that deaths and annuities would take out not quit 
600,000, and that somewhere between 5.7 million and 5.8 millior 
former railroad employees would have been inactive during 1950. | 
venture the estimate that of those who were inactive somewhere in 
the neighborhood of $5,550,000 or $5,650,000 do not now have and will 
never have as many as 10 years of creditable service. All these 5.5 
million former railroad employees with less than 10 years of servic 
have paid taxes larger than those under the Federal Insurance Con- 
tributions Act. Under the existing law each of them has a right to an 
annuity at age 65 upon retirement from service of the last employe 
by whom he was employed. 5. 1347 would wipe out the railroad 
retirement annuity rights of certainly not less than 5 million people 
The deferred annuities to inactive and terminated employees had a 
value of $332,600,000 as of December 31, 1944, and $559.2 million 
as of December 31, 1947. I suppose the valuation as of the end of 
last year would indicate somewhere in the neighborhood of $650 
million to $700 million as the corresponding value for the fifth valua- 
tion. 

The new start provisions under social security make it probable 
that, of the 5 million who are under social-security coverage, ver) 
few will get one single cent under social security in addition to ywhat he 
would get if he had no railroad wages at all. 
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Senator DouGias. Would you summarize those provisions of the 
1950 amendments? Would you summarize them? It is hard to keep 
them in mind. 

Mr. Latimer. Yes. The new start provisions of the 1950 amend- 
ments in effect, without going into all the details, provide that for 
any person who has six or more quarters of coverage of 1950, his rights 
may be adjudicated under the provision of the 1950 amendments, 
which means he gets the benefit either of the new formula or he takes 
benefit under the conversion table. For those employees who do have 
six or more quarters of coverage after 1950, the average monthly 
wage will be determined by dividing the wages after 1950 and before 
the quarter in which he attains the age of 65 or becomes eligible for 
his benefit—we are speaking of retirement benefits, which I will limit 
this particular discussion to—by the elapsed months in those quarters 
after 1950. Or he may, if advantageous to him, have his total wages 
since 1937 as creditable under title Il of the Social Security Act 
divided by the elapsed months beginning with the first quarter of 
1937. Of course since 1937 wages have risen tremendously and under 
the new start provisions the great majority of those who receive 
benefits in social security will be far better off by the use of the 
average based on wages and elapsed quarters of 1950, there being no 
increment on that basis under the Social Security Act. The old-age 
insurance primary amount and the supplemental benefit the wife or 
the survivor benefits to widows will similarly be calculated in the 
great majority of cases on an average compensation after 1950. 
Therefore, since I have no doubt that such of these 5 million former 
railroad workers who have become covered under social security 
will be better off by the new start than by the use of wages before 1950. 

The proposal that those wages be credited under the Social Security 
Act will add not one single solitary cent to their social-security benefit. 
So I say they are having wiped out in the great majority of cases the 
total old-age railroad retirement benefit, and for those who have not 
entered social-security coverage, of course, in every case without 
exception the railroad retirement annuity is being wiped out without 
any addition to the annuity, and they have substituted for it only the 
residual benefit, which has a vaiue in every case without exception 
for the very advanced ages, a value far less than the taxes paid by 
them or the extra taxes paid by them. 

My ideas of morality may be old fashioned, but this is a tremen- 
dously shocking thing to me to have proposed to the Congress of the 
United States. Iam personally involved somewhat in that because I 
have, as Chairman of the Railroad Retirement Board, written thou- 
sands of letters to these people who protested these higher taxes, 
telling them that the Government of the United States was behind a 
promise to pay an annuity on the basis of this extra tax, and this is a 
proposal that the Government of the United States repudiated that 
promise. I have given some figures here as to the value of that 
repudiation. They may be wrong, I don’t know, and neither does 
anybody else, but my idea as to the morality of that would be un- 
changed if it were to be shown that they were vast exaggerations. 
This is a repudiation of a promise made on the basis of taxes levied 
by the Government of the United States. 

Senator Douatas. Let me ask you this, Mr. Latimer. Is your as- 
sumption, therefore, that if a person leaves the railway industry he 
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should carry with him, so to speak, the right to a future income whi: 
will be equal to something more than half the taxes which he has paid 
and those which have been paid in for him? That is, that as he goes 
out he should carry a certain slice of future protection with him. 

Mr. Latimer. I should think either that, or he should have the righ 
which is normally granted under the industrial pension systems, which 
operate in this fashion, to a return of his own money. 

Senator Douaias. To a withdrawal of his own money. 

Mr. Larimer. That immediately gets into the question of cours: 
of the 50-50 sharing of costs. My point is that, apart from what 
may be done in the future, if you were to levy now on the railroa 
workers a tax in excess of that whic h ~~ ‘y carry under social security 
and tell them you are going to take it away, that it will be forfeited 
and they choose to join the oieea industry under those circum 
stances, and I should predict that they wouldn’t without an equiva 
lent increase in their wage, that might be justifiable. But now to 
come along and retroactively re pudiate, that to me is shocking. 

Senator DouGcias. What would you say to this? Should the short- 
time workers bear during the period that they are employed the sam 
share of the protection of workers who mone prior to 1937 as those 
who continue to ste L\ in the service bear, at 4 percent? 

Mr. Latimer. With respect to the ane to 1937 service? 

Senator DouG.as. | mean, there is still a charge for those who wer 
emploved prior to 1937. 

Mr. Latimer. Oh, yes. 

Senator DovuG.ias. Should the new workers who come in, and who 
later leave, bear the same proportionate charge to maintain these 
retired workers as the other workers bear who continue in the service 
and then later themselves become annuitants? 

Mr. Larimer. I think there is a part of the share which could 
reasonably be assessed there, but 1 come back to my general thesis 
that, as a matter of equity and reasonable acceptance of this kind of 
arrangement by employees generally, it is unwise to assess employees 
in general more than about 80 percent of the value for the new en- 
trants. So generally speaking, although you may even at that be 
overcharging the very youngest employees, I don’t think that as a 
practical matter you can expect any substantial opposition to the 
ground of overcharge. When you get above that figure, and that 
figure incidentally is based on the assumption that there is no sub- 
stantial loss, when you get a kind of system in which that extra charge 
in which a forfeiture is involved, your ability to charge 80 percent is 
very seriously diminished. 

Senator Dovucias. What would you say to this analogy, which is 
sometimes used? That in the English public schools there is a system 
under which the youngest students run errands for the older students, 
and they feel compensated when they become older students and in 
turn have the next generation of younger students wait on them? Of 
course, those who drop out after the first year or two do not have a 
chance to require younger students to wait on them because they have 
ceased to be students, but what would you say to the argument that 
the short-time workers take the chance that they will continue to be 
steady workers and get this protection which they individually do not 
enjoy but which they hope they will enjoy because they hope they 
will stick with the railway industry to the end. So in a sense it is a 
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sort of tontine principle at work in which the survivors get the benefit 
of those who drop out along the way. 

| know the tontine is not a very good system of life insurance, and 
| believe it was Elisha Wright who finished the tontine system so far 
as life insurance is concerned. 

Mr. Latimer. And forfeitures. He introduced the first non- 
forfeiture law. 

Senator Dovctas. It may be that on a retirement basis you have a 
case which you may not have on straight life. 

Mr. Latimer. I would find no objection to that kind of system if it 
were voluntary, but when you ask the Congress of the United States to 
impose on me that principle, I object, and I can’t imagine the Congress 
of the United States, for example, forcing on the public school students 
of the country the kind of system that is in voluntary effect in the 
English sc hools. 

Senator Dove.as. I forget what the qualifying period is under 
Social Security now. 

Mr. Latimer. It is the equivalent of 40 quarters for those who have 

long period of time. For those who are now at or near 65, it is 
six quarters. 

Senator Doucias. What would you sav there? In an attempt to 
cure the overpayments which the short time workers formerly ob- 
tained, now under the social security system the short time workers 
are taxed for benefits which they do not individually receive. 

Mr. Larimer. I am inclined to disagree with the forfeiture princi- 
ple under social security, but the two are none ompare able in anv event 
because if you have successive amendments which serve as the 1950 
amendments served to bring into coverage on a very short-term basis 
those who have been excluded by the longer arrangements which 
existed in the 1939 amendments, vou wipe out the effect of forfeitures. 
| must say | have my doubts as to how far that principle can be carried 
without insolvency. 

Senator Dovetas. If you move from the self-employed to the 
covered employed sectors, the uncovered self-emploved to the covered 
emploved. 

Mr. Latimer. I am not sure I got the force of that, Mr. Chairman, 
but I might say that so far, the effect of the forfeitures in the Social 
Security system have been quite inconsequential. There have been 
very few of any substance, and I would hazard the guess that all the 
forfeitures under the Social Security system covering a very much 
larger number of workers here would have in the aggregate nothing 
to approach the magnitude involved in S. 1347. It is a much smaller 
group. 

Senator Dovetas. In order to keep my bearings, these criticisms 
of yours of course do not apply to 1353. 

Mr. Latimer. No, sir; they don’t. 

Senator DovGias. Because that retains this disqualifying provision. 

Mr. Latimer. That is right. 

Senator Dovetas. You favor the present rules of eligibility? 

Mr. Latimer. That is correct. 

In the third section of my statement, my third reason for finding 
S. 1347 objectionable was that it would serve to reduce annuities 
now being paid, that it would cut annuities paid in the future in 
ways which seemed to me to be unjustifiable. 1 quote from section 

83931—51——28 
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7 of S. 1347, without stopping to read that, and I give an examp! 
of a former railroad emplovee who retired in 1942 at the age of ( 
on an annuity reduced by one-third, and was receiving $60 a mon 
at that time. I take it, although the language of S. 1347 is not cle: 
at least to me, I think I can work out at least three ways in which t! 
language could be applied with different results. I took a case hi 
in which the three ways led to the same result: He would have $46.67 
Without going into the detail of what has been happening, I ca 
summarize it, | think, by saying that before the Social Security Act 
of 1950, the individual and the wife in this particular case had 
monthly income of $120.60. The Social Security Acts of 1950 gay 
to this employee and his wife an increase of $36 a month, which und 
the assumption here he would be receiving today. This S. 1347 
would take away 94 percent of the increase. This isn’t an isolated 
example. At the end of 1949 there were 175,700 railroad annuitants 
who had retired because of age. Of these, about 120,000 had bee: 
out of railroad service for more than 2 years after being granted ai 
annuity and were, | should suppose, unable to work. I don’t know 
and neither does anybody else, how many of these are under socia! 
security coverage. I haven’t any doubt that there are a good many 
thousands who are, and there are a good many other thousands 
and again no one has any idea how many, except on a very vagui 
estimate basis—who worked under social security coverage befor 
being awarded retirement and a railroad annuity. 

There are others whose status I give on the basis of the 1947 valua- 
tion who have been out of railroad service for periods of vears and who 
will be entitled to railroad annuities under 8S. 1347. I have no doubt 
that the great majority of them will get lower benefits by the operation 
of S. 1347. How much lower, no one knows, but I should suspect that 
if the number of annuitants whose incomes will be reduced by som 
amount should run to as many as 25,000, it would not be surprising 
This has been regarded as so inconsequential that, so far as 1 can find, 
no one has mentioned it. Under the railroad retirement system up to 
now persons who withdraw after 30 years of service will usually receiv: 
more than a person who remains until he is 65 if he goes into social- 
security coverage. There is some avoidance of that duplicate cover 
age, and in that kind of case, particularly under the new starts, ther 
are, of course, very substantial duplications which were unintended, 
but S. 1347 goes far beyond any mere coordination of benefits to 
eliminate that condition. 

The number of anomalies and inequities which S. 1347 would create 
is almost staggering. I have made no great effort to be exhaustive 
because I haven’t had the time. I read the bill for the first time less 
than 2 weeks ago, and all that I have done, I have done myself since 

[ give some examples here of the quite substantial differences that 
would come out of this bill by the lapse of a very short period of time 

The first illustration which I give is in relation to two employees who 
have subsequent service only and who attain age 65 about the time 
when, it is assumed for that purpose, 8S. 1347 is enacted. On the basis 
of the compensation on all of which a tax has been paid at the railroad 
tax rate in effect at the time the employee who is retired a month 
before the act becomes effective has a value of $5,820. If an employee 
under the same conditions is eligible for his benefit the month after his 
act is passed, not in the same month, his annuity is wiped out, and he 
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has a residual benefit which under the conditions given here has a 
value of $934 on the standards of the fourth valuation. 

I give two more cases at some length, giving 24 items of each on 
pages 11 and 12 to indicate something of the factors involved in the 
assessment of determinations. oversimplified because there are a 
good many more than these 24 factors involved, but here again a 
difference of date of retirement under the impact of social security 
reduces the value of the railroad annuity under the act as it now is from 
$13,300 to $7,700 in one case and to $3,032 in the other case. In one 
case it is almost 50 percent. and in the other case it is something in the 
neighborhood of 75 percent removed from the value of the benefit 
pavable under the retirement act by the operation of S. 1347, 

[It also might be pointed out that in the one case here, by having 
worked for a municipality outside of social] security rather than under 
social-security coverage, an employee under these circumstances 
could have added to his value $3,250 for work of a little more than 
3% years, a rather high premium for that kind of work. fortuitously 
given as the result of the enactment of a statute of this sort. 

There is one other what seems to be inequity in this situation. 
It is proposed by S. 1347 to reduce railroad annuities because of 
annuities earned under the Social] Security Act, but if you enter the 
service of a municipality or the Federal] Government or any other 
of a large number of jobs outside social security and you get an 
annuity, that annuity is not offset. I take it that that js to be de- 
fended on the basis of administrative convenience. That particular 
provision was discussed in 1937. and it was decided then between 
the parties that that kind of ‘arrangement would be inequitable, and 
in the bills which became the Railroad Retirement Act of 1937 eventu- 
ally, the original provision would have reduced annuities or withheld 
annuities during any month in Which a railroad annuitant was sub- 
stantially gainfully occupied. That was objected to, and the present 
provisions of the bill were instituted. 

To me the same reasons which led to the rejection of the provision 
in S. 1347 in 1937 as inequitable still holds. | can see no reason 
for reducing the railroad annuities because of work under social 
security when it is not reduced for work equally unrelated under 
any other retirement system, and in my judgment the administrative 
convenience on which I assume it to be based is wholly mythical. 
I do not believe it can be administered. If it can’t be administered, 
I might add, a very large part of the savings and costs on which S. 1347 
is predicated are nonexistent. 

Senator Dovetas. I] suppose there is the argument, is there not, 
that if they are under social security they are obtaining protection 
of a different kind, whereas if they are not under social security they 
are not getting any protection? 

Mr. Larimer. If they are under the civil-service retirement system 
they are getting the protection, and if they are under a municipal 
system they are getting protection. My point is that if the protec- 
tion is the significant part, it should run in terms of protection. If 
something else is the significant part, then there is no basis for it. 

With respect to the coverage under social security and the elimina- 
tion of an inequity by transferring credits to social security, I shall 
skip over, if I may, to page 15, where, on the basis of the salary scales 
at age 28 used in the fourth valuation, I have taken assumptions used 
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there to get the values of benefits which are dependent upon coordi 
nated wages and have adjusted them within this particular range by 
an increase of 20 percent in the upper ranges down to 10 percent for 
the rise in wages after 1947 on Ww hich the salary scales were predicated, 
and have measured there what is attributed under social security and 
railroad retirement to these segments of wages which are transferred 

Take first the man who withdraws in his first year of seniority 
That is assuming the valuation to take place in the middle of the 
seniority year. Mind you, these are for identical wages. If a man 
goes on for ultimate credit under the railroad retirement system, anc 
here I have taken them all the way through to 65, these figures would 
be changed if you stopped short. Time hasn’t permitted me to 
make all the combinations which would be some thousands, but tak 
ing the difference in social security and under railroad retirement 
assuming them both to continue to 65 under identical wage scales, 
that first installment has a value of $1.10 for the man who stays 
under railroad retirement. It has a 30-cent value under social secu- 
rity. Similarly, for those who leave in the second year of seniority, 
on the average their seniority will run 18 months, that segment o! 
wages if transferred to social security increases the social security 
benefit by 70 cents. It increases the railroad retirement annuity for the 
man who stays until 65 by $3.59. So here again basically we come 
back to the proposition that the overcharge is not adequately com- 
pensated by transfer to social security, but is exaggerated, and that 
not only does he pay more, but by that same transfer of that segment 
of wage he gets a less increment than he would if he stayed in the 
railroad retirement system. That to me, Mr. Chairman, disposes 
conclusively of the idea that you can gel equity here by this process 
of transferring the short service workers to social security. I don’t 
believe it does. 

My next section deals with a matter of opinion which [ have based 
on a personal observation. In the past few years I have had the 
pleasure of representing the United Steelworkers of Anterica in nego- 
tiations with the basic steel companies. There are members of that 
union who work on railroads subject to the Railroad Retirement Act. 
With them the Railroad Retirement Act is unpopular in the extreme. 
By virtue of the agreements negotiated with the basic steel companies, 
those railroad workers get pensions which are higher than paid under 
railroad retirement and that are higher than would be paid under rail- 
road retirement if 5. 1347 were enacted. They pay 6 percent and will 
pay 6% percent. Their fellows across the tracks in the steel mills 
pay nothing in addition to taxes under social security. It is now 
proposed that this situation be worsened by taking away from those 
of them who leave before the end of 10 years annuities which they 
thought they had been accruing and which had in some measure 
made them accept the situation. I must say that I have had some 
rather stormy sessions with some of those railroad workers in the 
steel union, and I most assuredly would never go into the same room 
again with them ‘f this bill should pass. My life would be in danger, 
I am afraid. 

Senator Douvetas. They are excluded under the private pension 
plan? 

Mr. Latimer. Oh, no, sir. They get the same pension in total 


that they would get if they were steel workers, with the same pay. 
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All of them are under two systems. Here are the men in the steel 
mill under social security. They get 1 percent of their last 10 years’ 
average pay, multiplied by the years of service, less social security. 
\lso ‘those steel employees who work for the steel railroad, the 
Kk. J. & E. around Chicago or the railroads around Pittsburgh, are 
also under the United States Steel Corp. plan, the Bethlehem Steel 
Corp. plan. They get also 1 percent of the last 10 years’ average pay 
multiplied by the years of service. 

Senator Dovauas. Do they also get a railway 

Mr. Latimer. Let’s say that comes out to an average of $150 a 
month or $160 a month in both cases. If they get $80 under social 
security, that is subtracted. They get $80. If they get $120 under 
social security, that is subtracted. They both get and think of them- 
selves as getting $160 a month. The railroad man has contributed. 
Most of them get $300, and they think of themselves now as con- 
tributing $1,800 a month, and they get the $160. The man over in 
the steel mill under social security is now paying—was paying until 
last year—$3.75 a month, and he is now paying $4.50, and they get 
the same $160. They think there is something wrong. As I say, I 
have been able to mollify them and did mollify them on the basis 
that they were getting nonforfeitable annuities. That basis no longer 
holds. 

I think I ought to make it clear that Mr. Murray has no idea that I 
am saying this, and he is in no way responsible, nor is any person con- 
nected with the United Steelworkers responsible for what I say here. 
It is based on my own personal experience with the situation. 

I go further than the mere steel situation, which I speak of with 
some personal knowledge, and express the opinion that this kind of 
levy without adequate return is bound to increase labor relation 
tensions in the railroad industry. In my travels, which in the last 
few years have been many, I have had occasion to discuss this matter 
with a good many railroad people purely in a private way. The higher 
taxes have made the act intensely unpopular. I regret to say that I 
think it is in part at least responsible for a good deal of the unfor- 
tunate tension which has been so apparent in the last 2 or 3 years. 
This would make it infinitely worse, in my opinion. 

My sixth point is a mater about which I have some feeling, because 
I have said that I have participated in the negotiations of a number of 
pension plans on the assumption that certain standards in the In- 
ternal Revenue Code would remain as they now are. Two of those 
standards are the coverage and the financing. The Bureau of In- 
ternal Revenue cannot approve a plan for the purpose of allowing a 
company deduction for its contributions if it excludes from coverage 
any employee having more than 5 years of service, on the basis of 
years of service. 

Senator Dovetas. They do permit exclusion of less than five. 

Mr. Latimer. Less than five. That is the maximum exclusion 
permitted by the language of section 165 (a) of the Internal Revenue 
Code. That is a matter which has been the subject of collective 
bargaining. There have been disputes about what might be the 
coverage. If the Congress changes that standard for railroad workers 
I should suppose there would be demands to change it for everyone 
else. How can you differentiate? 
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Senator Dovetas. I thought you said there was an exclusion of 
those with less than 5 years’ service. 

Mr. Latimer. That would depend entirely on whether or not they 
are taxed. When you exclude someone from a private pension plan 
you exclude him entirely. You can’t exclude him for annuities and 
tax him or levy a contribution on him. He has to be out on both 
counts. I would object to the 10-year exclusion even if it were pro- 
posed to eliminate the extra tax, at least, on those who have had less 
than 10 years of service. 

Senator Dovatas. Do all the private contributory plans which pro- 
vide for the exclusion of those with less than 5 years’ service require 
the return of the employees’ contribution upon withdrawal? 

Mr. Latimer. I cannot claim familiarity with all the 13,000 
pension plans that have been approved by the Bureau of Internal 
Revenue. I have some familiarity with a couple of thousand. There 
is not one single solitary plan to my knowledge which even levies a 
contribution until there is participation in the benefits. 

Senator Doveias. You mean the levy is not imposed until after 
5 years’ service? 

Mr. Latimer. If that is the exclusion basis. 

Senator Dovatas. If that is the qualification. 

Mr. Larimer. There are a good many who start before 5 years, but 
the exclusion from benefits and the exclusion from the contribution are 
coextensive, and to my knowledge there is no single solitary case in 
the United States where there is an exception to that rule. If there 
were, as I shall point out in a moment, I should expect the plan to be 
thrown out by the Bureau of Internal Revenue. 

That is the first. 

Last November the Bureau had occasion to rule upon the type of 
pension plan in which a good many collective-bargaining agreements 
have come up where there is a fixed contribution, and the contribution 
is then translated into benefits. The Bureau has said that you don’t 
have a bona fide plan under that kind of arrangement unless the em- 
ployer can make an affidavit containing two stipulations, first, that 
the contributions to be made during the term of the contract are suffi- 
cient to provide for the capital value of the employees to be retired 
during that term, and secondly, that it meets the normal costs plus 
the interest on the deficiency. As I shall point out in a moment, that 
second test in my judgment cannot be met, and this plan would there- 
fore fail of approval on those grounds, if it were to be presented to the 
Bureau. 

Senator Dovetas. In other words, the contributions plus the in- 
terest will meet the cost. 

Mr. Latimer. No. The contributions must meet the normal cost, 
plus the interest on the deficiency. That is, it must meet the standard 
which the Railroad Retirement Act was intended to meet, which it did 
not meet for some years after its beginning, but which I believe it has 
met since 1946, or since the first of 1947, perhapsI should say. The 
Internal Revenue Code doesn’t deal with forfeitures, but as I say, it is 
my belief that a plan presented to the Bureau which contained the 
kind of arrangement here which did not call for equivalent return of 
employee contributions under cases where there is a forfeiture of the 
right to an annuity, under the plan itself, not under some other act, 
Standard Oil Co. can’t offset an employee contribution under the 
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cory that you get something under social security. That would be 
held by the Bureau to be not a bona fide pension plan. It is some 
other kind of plan, but not a pension plan. 

[ object to S. 1347 because to me it would inevitably weaken the 
standards in the Internal Revenue Code, and that to me would be a very 
reat disservice for the millions of workers who are now covered by 
supplemental plans negotiated on the presumption and assumption 
of the continued operation of section 165 (a). 

Under the amendments to the Railroad Retirement Act covering 
the military service the period before 1947 and in World War II which 
I presented to the committees of Congress, credit is to be allowed under 
the railroad retirement system for subsequent military service to 
any person who in the year in which he was inducted into military serv- 
ice or in the preceding year was unde ‘rr the Railroad Retirement Act. 
There again the numbers who would be inducted were far under- 
estimated, for which I don’t think anyone can be held responsible, 
but the great bulk of the credit for military service would be for per- 
sons who did not have, do not now have and never will have 10 years 
of railroad employment if even you were to include the military serv- 
ice in with the railroad employment, which the military service 
amendments do not do. They don’t count that as employment. 
They merely say for the purpose of calculating the annuity, that is to 
be included. Therefore, the great bulk, I would cuess at least 80 
percent of the total military service appropriations, by opel! ration of 
}. 1347, are totally unnecessary, but I don’t find any provision under 
S. 1347 to return or even conte mplate a study of how much might be 
returned to the Treasury of the United States when the purpose for 
which the appropriation was made failed. 

Senator Dovatas. There is no provision for transfer to the social- 
security system of this military service grant if the railway worker 
subsequently goes out into an occ upation covered by social security? 

Mr. Latimer. There is no provision to transfer it anywhere that I 
can see. I should suppose it is properly to be transferred to the 
Treasury rather than Social Security. Under the new start provisions, 
again, I can’t conceive that the credit for military service, at least as 
far as 1950 is concerned, would have any effect of any substantial 
character on the social-security costs. 

The enactment of S. 1347 it seems to me would make it quite 
difficult, if not impossible, in my opinion, to have a uniform national 
policy on social security. I don’t want to go into that because there 
is one rather important aspect that I should like to turn to by way of 
ending this statement. 

The railroad retirement system is to an extent predicated on the 
existence of a social-security differential. During the negotiations in 
1937, the negotiators were at pretty much of an impasse because the 
railroads were unwilling to include in the taxing bill a levy which 
would suffice to support the benefits of the Railroad Retirement Act 
even though that has subsequently proved to be a statement of cost 
which is an underestimate. The representatives of the unions on the 
other hand were unwilling to agree to the benefits which could be 
supported by the taxes the railroads were willing to pay. 

As Chairman of the Railroad Retirement Board, I wrote a letter to 
Mr. John G. Winant, then the Chairman of the Social Security Board, 
suggesting that it might be appropriate to think of the Railroad 
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Retirement System as supplemental to social security, and to regard 
the first layer of tax under the Railroad Retirement System as equiva 
lent to the Social Security taxes, and to have them pay for the sam 
value and benefits. Mr. Winant responded to that letter by sayi: 
he thought the principle was sound. In the original recommenda- 
tions made to the President by that joint conference, those recom- 
mendations becoming ultimately the Railroad Retirement Act of 1937, 
my collection is, which I cannot verify by documents in my possession 
that it was proposed to have a single old-age security account int 
which would be appropriated requirements for both the Railroa 
Retirement and Social Security Acts. Of course in both those cases 
there was no automatic covering in of tax receipts into the account 
And from this single account there would be paid both social-security 
and railroad-retirement annuities. | have no recollection of the sub 
sequent history of that recommendation, which | think was mad 
Whether the original bills included it, I don’t know, but I do know 
that at that time it was calculated that the social security benefits 
could be paid railroad workers only at a tax rate exceeding by 
point 52 the tax rates under social security, and by this exchange o! 
correspondence a ‘tween me and Chairman Wi inant, this point 52 in 
effect became available for the railroad retirement system. 

The entire structure of the assumption on which that estimate was 
based is not now applicable, and it has not been applicable since 1939 
because the basis on which we assume that there could be an ex- 
existence of two systems, methods of financing certain principles as to 
methods of calculating, have all gone by the board. The assumptions 
on which the social-security differential has been calculated by the 
Railroad Retirement Board are unknown to me, and I couldn’t help 
being struck by the fact that in two parts of the Railroad Retirement 
Board’s report there were vastly different values attached to these 
amounts. In Mr. Squire’s dissent he referred to the savings as 
having a value on a level basis of $100 million a year. That is 1.92 
percent of the level payroll of 5.2 billion dollars, increased I think by 
1% percent. But in the Board’s summary, what I take to be the same 
figure has a value attached to it of 0.24. I haven’t asked Mr. Squire 
precisely what he was referring to, nor have I asked the actuaries of 
the Railroad Retirement Board what they were referring to, but here 
it seems they are giving what purports to be the same figure with a 
difference of some 800 percent between the two. Obviously they were 
not talking about the same thing. You can calculate these costs on 
perfectly reasonable assumptions and get very widely differing 
results, equally reasonable results. If Congress is going to have 
occasion to pass on Social Security and you have a tie-in between 
social security and railroad retirement as ¢ ‘ontempl: ated in S. 1347, you 
get these vastly different estimates as to the impact of the change in 
social security which you are bound to have, you can’t take intelligent 
action. There is no way in this form of relationship under which you 
can possibly eliminate those vast differences. You will have presented 
to you by equally honest and competent people widely differing 
estimates as to the impact of the change in social security on railroad 
retirement, and vice versa. You can’t intelligently operate a national 
social-security system under those conditions. 

If you enact this kind of legislation vou are going to create anomalies, 

s I said, on a staggering scale. You will le sad into a chain of conse- 
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quences to which there is no end, because you will be under strong 
pressure to correct the anomalies, and it is wholly impossible to 
correct an anomaly here without creating two more. You have 
created a chain to which there is no end. 

| come down now to the question of financing. Six years ago in 
advocating before the committees of this Congress the amendments 
to the Railroad Retirement Act which became law in 1946, | estimated 
that the long-time railroad payroll would be 3.5 billion dollars. That 
opinion was disputed quite vigorously, but | gave my reasons and a 
good many others for my own thesis that that was a very reasonable 
expectation. All the reasons I gave I think boiled down to two: 
Kirst, that we were headed to a period of full employment, and under 
the national policies we had a right to anticipate full employment. 
And secondly, the share in that full employment which would go to 
railroad workers and would take the form of railroad payrolls which 
were taxable, would be based on the revived and improved status of 
railroads relative to their competitors, which characterize the 1942—45 
period. 

The railroad payroll in dollar amounts had exceeded my wildest 
estimates. I am quite sure that if anyone had said that the railroad 
payrolls would be what they actually have been, neither I nor anyone 
else would have believed him. The main reason that | gave, the 
reason that bulked largest in my own mind at least, was that the 
railroads have not maintained the position which they held in the 
latter part of the war. Not only that, but they have continued to 
decline relative to the transportation area. They have continued to 
decline more rapidly in relation to the total national economy. The 
railroad payrolls in 1950, on the basis of the totals for the class | 
terminals including switching terminals, assuming that the increase 
in 1950 over 1949 applied to the total railroad wages and salaries 
which the Department of Commerce used in its national income 
originating estimates, would be the lowest in any vear since the esti- 
mates began as of 1929, and that is a reduction of 18 percent in that 
since 1946. 

| suppose the most significant single index of railroad payrolls is 
the relationship between those payrolls and the taxable pavrolls 
under social security. In both these calculations | have used the 
$707 million figure which I derived from the tax collections for the 
12 months ending March 1951, and there again the low figure was 
that for 1950. The series starts in 1937, and between 1945 and 1950 
there was a decline of almost a quarter. 

This isn’t a decline only in the volume of employment represented 
by railroads, by hours and the payroll. More significant, it is a re- 
duction measured by the numbers of workers, and that measure has 
gone down since the war ended by the 1950 slightly recovered em- 
ployment figure by 13% percent. So the whole financial structure of 
the railroad retirement system is predicated on a tax to be imposed 
on a shrinking part of a declining segment of the economy. Whereas 
the other part of the economy is expanding, this part is declining. 

I think it very important to realize the extent to which the railroad 
retirement system is predicated on the future of railroad payrolls. | 
have taken the report which the Board filed with this committee and 
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have translated it into some aggregates on page 23. Those aggr 
gates are predicated on the existence—— 

Senator Dovcias. Mr. Latimer, this decline is relative, not 
absolute. 

Mr. Latimer. It is absolute in numbers. It is relative in pay 
roll. It is absolute in employment volume meastired by man-hours 
after correction for the change from the 48- to the 40-hour week. 

I emphasize that, Mr. Chairman, because these declining relatives 
have taken place in a period of unprecedented expansion in our 
economy. If it has declined relatively in a period of expansion, what 
will it do if the rate of increase in the whole economy levels off, and 
what will it do if the national economy declines? I fear that there is 
only one answer to that question, and that is that the situation will 
deteriorate so rapidly that it would be beyond recovery. 

Mind you, this system is predicated on the existence into perpetuity 
of a payroll of 5.2 billion. I was attacked in 1945 for estimating th 
3.5 billion, which I deliberately took below what I conceived to b: 
fairly substantially below payroll levels which were then in effect 
This 5.2 billion dollars or the 4.6 is rather close to the maximum tax 
able payroll that has existed up to now. 

Senator Dovetas. Were you present this morning when Mr. O’Brien 
made computations indicating that, with pay increases granted or 
promised, the taxable payrolls this year would probably approximate 
5.9 billion dollars. 

Mr. Latimer. I think that inconceivable, sir. I hesitate to dis- 
agree, but I think it is far beyond any possible taxable payroll. But 
I would add that I have emphasized this factor as an economist be- 
cause it seems to me quite obvious that the competitive situation of 
the railroads is such that an increase in their cost does not produce an 
increase in payroll equivalent to the wage increase, and in the year 
1949, despite a substantial increase in payroll rates, despite a very 
substantial increase toward the year-end arising out of the preserva- 
tion of the wage for 40 hours equivalent to the 48 hours which previ- 
ously existed, you had actually a reduction in payroll as compared to 
the preceding year. When you get the kind of situation where year 
after year an increase in costs cuts volume and cuts employment, it 
seems to me that it is not wise to count on that as a basis on which 
to erect this kind of financial structure, where the amounts to be pro- 
vided from future payroll levies run into the 20 billions of dollars. 

Senator Doveias. Then your argument is that the increase in 
hourly rate requires an increase in freight and passenger rates which 
in turn reduces volume of traffic, which in turn reduces the volume of 
employment, so that you cannot assume a constant volume of em- 
ployment against which you apply an increased wage rate. 

Mr. Larimer. There is nothing to support any such assumption in 
past history. 

Mr. O’Brien. May I make a brief remark so as to have this in the 
same place in the record. My estimate this morning of 5.8 was the 
total payroll of the carriers to be taxed. 

Senator Douactas. Total taxable payroll. 

Mr. O’Brien. No, sir. Total payroll of the carriers to be taxed 
and their employees. It is necessary to factor that down by the 
amount of money which escapes because it is over the $300-per-month 
maximum. 
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Senator Dovetas. But Mr. Latimer’s point is supplemental to 
that, that the increased hourly cost, he argues, will require an increase 
in rates which in turn will cause a reduction in traffic, which in turn 
will cause a reduction in total man-hours of empoyment. Isn’t that 
your argument? 

Mr. Latimer. There is, sir, and there is pending now before the 
Interstate Commerce Commission an application for an increase in 
rates. 

I wish it were not so, but I don’t see how one can reasonably hope 
in the face of the record that it isn’t. 

Senator DovuGtias. Doesn’t that assume that the rates on com- 
peting forms of transportation remain level? If they go up also, then 
the competitive disadvantage of the railways is not increased. 

Mr. Latimer. All [ can say, sir, is that, whatever may have been 
the case so far, the railroads have relatively lost ground because, it 
seems to me, basically of their higher increases in costs. There may 
be a large number of other factors involved, but all I point out here is 
that on the basis of the experience so far it is reckless to predicate 
this kind of financial structure on industry which has time after time 
had that experience following increases in costs. 

It is particularly true when you consider that the future levies are 
being levied upon to provide for 92 percent of the total values to be 
raised in order to pay the benefits under this act. I suspect that that 
is an understatement, because if you were to transfer to Social Security 
under the theory which is embodied in 8. 1347 

Senator DouGtas. Just a minute. In other words, that is because 
the present reserve is $2.146 million, you estimate that the future 
benefit will be $26.776 million, and that therefore the reserve will 
itself provide only about 8 percent? 

Mr. Latimer. Eight percent, and if you reduce the $2,147 million 
by the $700 million ‘which under the theory of S. 1347 you now do to 
Social Security, and by the two hundred-odd million which is due under 
the military service excess, you get a ratio of about 4% percent from 
present assets and 95% percent from future payroll levies. To me that 
is a relationship which indicates that it is highly important to go slow 
in building a more ambitious structure on this future than now exists, 
particularly when railroad workers are dependent not only for their 
annuities after retirement but for the incomes of their dependents 
after their death on these same railroad levies. There is no group of 
workers in America, not even the bituminous coal miners, who are so 
dependent in life and death upon the fortunes of a single industry. 

I think that is enough emphasis. 

On page 24 I go into some more detail on what I just summarized. 
T assume, Mr. Chairman, that these can be put into the record without 
my reading each word. 

‘Senator Doveuas. It is so directed. We will do that at the close 
of your remarks. 

Mr. Latimer. I finally come to the matter of the cost for new 
entrants. The Board’s report does not give the cost of new en- 
trants——— 

Senator Doveias. May I raise a question. At the bottom of page 
24 of your memorandum you seem to think that payrolls would be 
equivalent to, say, 4.2 billion in perpetuity. 
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Mr. Latimer. No;I say that if it were to be 4.2 in perpetuity, wher 
would that leave the values of benefits and where would that leave the 
necessary railroad taxes if you continued the present policy of having 
railroad employees and rialroads contribute for the total support 
| am trying to arrive at some kind of estimate as to where that situa 
tion leads. 

As I say, Mr. Squire refers in his part of the report to a liability, 
unfunded, of 9.1 billion dollars. In order to arrive at the 14.13 in the 
other section of the report, I take it that that must mean that the 
normal cost for new entrants is 8.96 percent, because the figure is 
composed of two parts, the normal part, plus the interest on deficiency, 
and the interest on the deficiency is 3 percent of 9.1 billion dollars 
divided by 5.278 billion, you get a cost for new entrants of 8.96 percent. 

Under the report submitted to you by the Railroad Retirement 
System, the figure of 9.1 billion dollars would increase in 1951 by 99 
million dollars, in 1952 by some 89 million dollars, in 1953 by 91 
million dollars, and by 1961 you will have an unfunded liability by the 
Board report of 10.1 billion dollars. 

If the payroll should be 4.2 instead of 5.2, the deficiency would be 
in my opinion more than 200 percent of the then railroad payroll, and 
the tax levy would have to be correspondingly increased. 

At that point I come back to the question of how much you can 
levy. 1am assuming that at that point Congress becomes worried 
and railroad men will become worried long before that, and you have 
the problem of increasing taxes in order to go back to the proposition 
that you must keep these taxes from going up to the point where the 
railroad workers pay more than half the cost. You will have gotten 
to a point before then where, if you make that assessment, railroad 
workers will be paying for about what the cost of new entrants is, 
and I don’t think Congress will ever pass a tax of that magnitude. 
More than that, 80 percent of this new normal would indicate a levy 
on railroad workers of about 7.2. You have had no agitation for an 
increase to that level by any representative, and | don’t think you 
will have. You will not because I do not believe that railroad workers 
would ever voluntarily submit themselves to that kind of a tax, and if 
itis not at that level there is bound to be an increase in the deficiency 
under the railroad retirement system unless the entire amount of the 
increase in payroll which would take the form of increased average 
wages is not now or ever will be reflected in increased benefits to 
railroad workers. 

Senator Dougias. Mr. Latimer, the cold chills have been rising up 
my body ever since you have been speaking, starting at my toes, and 
have now reached my ears; but I have before me this annual report 
of the Interstate Commerce Commission with which you are doubtless 
familiar, Statistics of Railways in the United States. I have the vol- 
ume for 1948 here, and I have this table to which I have repeatedly 
called attention, namely, total payrolls of railway employees on the 
systems of the country. That shows a cyclical increase from $3 
billion in 1920 to $4.8 billion in 1948, and even though and probably 
assuming no reduction in employment, $5.9 billion at present. Your 
arguments are in one sense logical, but— 

Mr. Larimer. I am perfectly familiar with that. 

Senator Dovetas. But the record of the past gives me some reas- 
surance in this matter. One should never quote one’s past statements 
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against one, but in view of the fact that 6 years ago you thought 3.6 
was the top, and yet I am wondering if the prophets of doom don’t 
err on the side of pessimism. In this connection, as vou know, 

taking the history of England for 400 years, the English writers have 
always predicted that Great Britain was going to go down very shortly, 

and that England was ceasing to be a great power. It may be true 
in the future, but they have gone on for four centuries with a certain 
sturdy ability to live. 

Mr. Latimer. | am not predicting the end of the railroad industry 
or that it is going into a decline. 

Senator Dovetas. But you are predicting the possibility of a de- 
clining payroll, and vet the facts are that, despite all these big in- 
creases in wage rates, payrolls have gone up. It may well be that the 
share of the railway mdustry in the volume of traffic has diminished, 
but it has increased absolutely. In absolute terms the volume of 
railway traffic has risen until it is now about twice what it was in 1920, 
and what we have is a standing economy, so that even the smaller 
fraction of that expanding economy can give a larger absolute. 

Mr. Latimer. That is perfectly true, Mr. Chairman, and my posi- 
tion here is in no way contingent upon a falling payroll. 

I would call vour attention to the fact that in order for the kind of 
affidavit to be made on the basis of valuation made by the railroad 
retirement system which would enable this plan to pass muster at 
the Bureau of Internal Revenue on the kind of affidavit I spoke of, 
you must assume a payroll into perpetuity of $7.6 billion. Sir, I 
don’t think that anybody in this room or anywhere else would predict 
any kind of a payroll of that magnitude. 

Senator Dovetas. You mean if you take account of the exclusions 
or if you do not take account of them? 

Mr. Latimer. Taking account of exclusions. 

Senator Dovue.as. Even including the exclusions. 

Mr. Latimer. I am taking the Board’s report, giving the 14.13 
figure, taking it exactly as it is without modification of any kind. If 
all you said was that vou would — it for 75 years, you would increase 
that figure by 15 percent. Even 75 years is a long time to predict a 
7.6 billion payroll. 

You are erecting this very, very elaborate structure on that basis, 
and I don’t think it can be characterized as other than reckless. 

Senator DoucLas. What would you say about the benefits in 8. 1353 
as scaled down this morning to an increase of one-sixth on retirement 
benefits? 

Mr. Latimer. I would unfortunately have to say pretty much the 
same thing on this particular score about S. 1353. I don’t understand 
the one-sixth. I am not familiar with that. 

Senator Dovetas. Originally there was a 25-percent increase in 
retirement benefits asked for. This morning Mr. O’Brien, speaking 
for the operating brotherhoods, as I understand it, said that they have 
now modified their provision so that the increase in benefits would be 
one-sixth. 

Mr. Larimer. My final argument on this point, Mr. Chairman, 
comes to this: That under the path set by 1347 we are at an impasse 
or shortly will have. The payroll necessary to avoid a deficiency will 
not, I believe, in any foreseeable future be coming forth. 
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It is inconceivable to me that the Congress will assess an increas: 
in payroll taxes on the railroad workers above the 64 percent, and | 
would strongly suspect that that figure cannot be maintained unde 
S. 1347. 

I don’t know of any equitable reason for increasing the levy on th« 
railroads, and certainly it would not make economic sense. 

Therefore, if you are to continue the operation of this system on 
the basis here proposed, you are bound to contemplate a Govern- 
ment subsidy. That is my judgment would be preferable to col 
lapse, but surely it is the wrong way to go about planning a security 
system to drift into a Government subsidy, and particularly to drift 
into it under the mistaken impression that you are going in anothe: 
direction. 

[ am not against an increase in the level of benefits being received 
by railroad workers. Those benefits can be increased on the basis of 
the contributions now being paid by the railroad industry, and there 
is a way which most of the other industries of the United States have 
found, by a combination of social security and a supplemental system 
Those two systems have not been mixed. The benefits under social 
security are fixed on the basis of certain considerations as to social 
desirability. The supplements to the social security can be made 
successfully only on the basis of principles which are different from 
those of social security; namely, the principles of equity which are 
bound to be fundamental to any industrial pension system that | 
have ever seen. 

I don’t think that framers of 5S. 1347 know what has been done 
elsewhere, or they would not have tried to do what they are doing. 

S. 1347 is the Clark amendment in reverse. I think you may 
remember the Clark amendment. I have written about it. I spent 
one of the hottest summers of my life writing over it for the con- 
ference committee between the House and the Senate in the summer 
of 1935. That amendment, as you remember, was predicated on the 
idea that the private supplemental pension systems ought to be pre- 
served, and they would have been preserved by making it possible 
for a substitute system to be operated in lieu of the taxes under what 
was later titled the Social Security Act. That was defeated in the 
final analysis because it would have disrupted the social-insurance 
system, because it would have given employers with low-cost factors 
a bonus for staying out of the system. Each time you had a group 
of employers with low cost staying out you would have increased the 
cost for the remainder and made it profitable for another group to 
stay out. The end result would only have been a complete break- 
down of the national system. 

This is that proposition in reverse. It would give to a group who 
were not in the social-security system the savings of the social- 
security system by the fact that they were out. The other would have 
given the gains to the social-security system by the fact that they were 
out. To me those two, although they approach the matter from 
opposite ends are identical. They give to excluded groups whatever 
benefits arise from that exclusion. If they gain, they give them gains. 
If there are losses, they give them losses. 

Senator Douatas. They give to included groups? 

Mr. Latimer. To excluded groups, the benefit of the exclusion. If 
you make a gain in social security, the reasoning here is, we ought to 
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vet the gain. If you have a loss in social security by staying out, we 
ought to get—which is what the Clark amendment did, you had a 
loss because you increased the tax—you ought to get the benefit of 
that loss. 

As I say, they are philosophically identical, and both come out at 
the same end, which is the ultimate destruction, if carried on, of the 
social-security system. There can be no other consequence. 

But there is a way in which railroad workers can get both these 
benefits. It is the way in which every other industry maintaining 
a supplemental plan has got those benefits. I have since learned 
what 1 did not know in 1937, that most of the great organized indus- 
tries have age distributions which are above social security. The 
consequences of their being in social security increases the cost of 
social security above what it would be if steel, automobiles, and so 
on, were excluded. That is the reason I say the application of this 
principle universally would lead inevitably to the breakdown of 
social security, because each of the major industries which now has a 
supplemental pension plan is in the same situation as the railroad 
industry, although to a smaller degree. They all have costs which 
are higher than the average for social security, and the application of 
the principle of the railroad retirement system would permit each to 
maintain a separate system, and the application of that principle 

Senator Dove.tas. Throwing upon social security the short-time 
workers? 

Mr. Latimer. Yes; that is the basic cause of it, throwing upon 
them; but transferring out the alleged benefit to social security, the 
exclusion of these higher cost groups would, of course, intensify the 
social security situation. 

So the universal application of the principle of S. 1347 leads to the 
breakdown of social security in exactly the same way, though from 
the opposite cause, that it led to the same inevitable end under the 
Clark amendment. 

That, to me, is the most serious and most fundamental and most 
inescapable conclusion from S. 1347. 

All of these matters can be avoided, and with far less risk to the 
system and with far greater security to railroad workers, if it is 
recognized that the Social Security Act has its faults. None of u 
perhaps, would have the same system if we had the power to change it 
the way we would, but if it is recognized as the one basic system, 
most of the difficulties which I have here elaborated would disappear, 
the inequities would disappear. 

If the tax levied on railroad workers were treated as if they were 
contributions under a private pension plan, if refunds were given, 
the necessity of looking for security to the fortunes of a single industry 
would in large measure be dissipated or at least cut down by the fact 
that a basic part of the security of the railroad workers rested not only 
on one industry but on the entire basic economy of the United States. 
And the savings, if there are savings—I think there may be consider- 
able doubt, because of various factors on the survivor side, as to 
whether the savings actually will materialize—but if there are savings, 
they would come without this constant bickering which is otherwise 
bound to ensue as to what are the relative benefits to these two groups, 
one under this act and one under the other act. 
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There is one little anomaly which might be of some interest, a: 
which is bound to lead to disputes. I have said that the railroad 
payroll on the railroad valuation standards has a future value oj 
$173 billion. If you value it under social security standards, it has ; 
value of some $17 billion more than that. 

Those two little anomalies are bound to lead to consequences unles 
the railroad interest rate is reduced, which itself, just on that o1 
score, makes impossible the equitable allocation of funds to t| 
railroad retirement system. You cannot reconcile them on those two 
different bases. 

Senator DovGias. Mr. Latimer, under your proposal, the railwa 
system would be supplemental and put on top of the social-securit 
system, rather than being vertically separate from it, is that tru: 

Mr. Latimer. Yes, sir. They are now, under S. 1347, mixed up 
and they are interwoven in ways that are beyond the power of th: 
human mind to fathom. 

Senator Dove.as. I am trying to get your proposal. 

Mr. Latimer. My proposal would say that there is a social-securit, 
system applicable to railroad workers on the same terms and sam 
conditions and same tax rates, and same benefits, as to all the othe: 
workers covered by social security. 

Senator Doveias. And that any supplemental railroad system, 
therefore, which levied taxes upon the workers and employers, woul: 
use its added revenues (a) to pay benefits to workers for service prio! 
to 1937 or possibly prior to the date of the passage of the act 

Mr. Latimer. Oh, ves. 

Senator Dovetas. Plus (6) supplemental benefits to future entrants? 

Mr. Larimer. And without prejudice to any right which has 
accrued on the basis up to now. 

Senator Dovetas. Would the actuarial calculations be pretty 
difficult for that? 

Mr. Larimer. Far simpler than what you have here now, because 
all those will inevitably be bound up with assumptions and guesses 
and all kinds of factors. 

You may remember, Mr. Chairman, that I have sometimes criticized 
statisticians for erecting a structure on a long series of assumptions. 
Nobody that I have ever criticized on that score has begun to erect 
anything on the basis of the chain of assumptions involved here. 
ae go on and on. Nobody even knows what they are. You 

‘annot pul them down on paper without omitting a very ls urge fraction 
of what it is you are assuming. 

For example, no count has been made of how many of these 5 million 
workers now out of railroad service have been under social security. 
That very fundamental fact basic to this whole thing is unknown, to 
me or to you or to anybody else. 

Senator Dovetas. Would you apply the same principle to the 

various other private pension plans, that their benefits are supple- 
mental? 

Mr. Latimer. You get two different situations. 

Senator Doveias. One where the social security benefits are 
subtracted from the total guaranteed by the private plan, and the 
one where you have the amount guaranteed under the private plan 
added to social security. 





RAILROAD RETIREMENT LEGISLATION 443 


Mr. Latimer. You have two basically different forms of private 
pension plans. You have, first of all, the noncontributory plan, 
such as you have in telephone, steel, automobiles, and so on; and in 
partic ‘ular in telephone and steel, among the industries with which 
I have had recent association, you do have a subtraction of all or a 
part of social security. That is a practical approach where you have 
a noncontributory plan. 

But the minute you get into a contributory plan, that approach is 
wholly inapplicable. 

Senator Douatas. Then the amount above the amount collected 
under the separate system will have to be added to the social security? 

Mr. Latimer. They will have to be completely apart and distinct, 
and to my knowledge—again, I must say I don’t have complete 
knowledge, but to my knowledge, there exists no contributory pension 
plan today in which the inequity arising out of different rates of 
contribution which you get when you subtract social security, is in 
effect. There may be such, but I don’t know them. 

Senator Dovet.as. The Railway Retirement Board would be the 
administering agency” 

Mr. Lattimer. Oh, yes. 

Senator Dovetas. It would turn over to social security an amount 
equal to the social security levies? 

Mr. Latimer. The taxes are collected by the Bureau of Internal 
Revenue, anyway. I don’t think the Railroad Retirement Board 
would get into that. 

Senator Dovetas. The Bureau of Internal Revenue would then 
separate the sums into two parts, one going to social security and the 
other going to Railway Retirement? 

Mr. Latimer. That would seem to me a rational approach. 

Let me remind you, sir, that the Railroad Retirement Act provides 
for disability annuities which I, for one, strongly feel should be under 
social security but are not, and so long as that situation exists, the 
railroad retirement system performs an extremely important function, 
and one which by no means should be changed. 

Senator DovGtas. It also has the obligation for the accrued 
liability which you would honor not merely prior to 1937, but up to 
the date of any revision of the act along the lines you suggest? 

Mr. Latimer. Insofar as there are funds, and I believe that they 
would be available. I have not attempted to make an evaluation on 
any such assumption. 

Senator Dovetas. Would it not be pretty hard to determine the 
difference between the amount which they would get if immediately 
transferred to social security, and the amount to which they would 
be entitled under railroad retirement? 

Mr. Latimer. I don’t see that it is any more difficult than it would 
be for United States Steel or American Telephone & Telegraph and 
its subsidiaries, or General Motors Corp., or almost any other com- 
pany. The records available, in fact, make it a far simpler problem 
than it has been in some of these other companies where we have had 
to collect the records from scratch. 

Senator Dovauas. It is a pretty difficult job for one Senator—and 
that seems to be what this committee is boiling down to—to revise 
these systems. 


83931—51 
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What is vour general feeling about the ability of the railway syst: 
assuming that it is kept separate for a time, to pay increased ben 


thout any increase in contributions? The ceneral import of \ 


testimony is that vou should not inerease benefits at this time. 
ir. Latimpr. Not-on any assumption that the railroad retire: 
sysiem as a self-contamed system is golag to meet the financial 1 


of (1) paving the normal cost plus the interest on the deficier 
expressed as a percentage of a reasonable payroll. 

Senator Dovaias. Then it is the sum of your testimony that 
increase should be made at the present time? 

Mr. Latimer. That would depend on what it is proposed to do 
the way of financing. 

Senator Dovauias. Apparently—I do not know, but I have 1 
noticed any enthusiasm for creasing the rate of contributions. 
looks as though we have reached about the maximum point that t! 
traffic will bear, both workers and employers. 

Mr. Latimer. | would guess that that is so. I cannot answer 
question as to whether 7 - a way in which, by the realinement 
rights without prejudice, it might be possible to pay an increase. 
don’t know. I do not re; oat the hi ‘abilities eds to 1937 as having t! 
vested character of those on which a tax has been paid and which, 
my mind, the Government of the United States has pledged itself 
pay an annuity. 

| equally do not see why an increase 

Senator Douaias. You mean that should have been an obligatio: 
of the taxpayer rat ber than of the railroads and of the employees? 

Mr. Latimer. No. 1 say I do not regard them as in the sam 
category. To me, the financial necessities might warrant som 
changes in the noncontributory part of the prior service as compare: 
with the subsequent, but there are certain duplications or the equiy 
alent of duplications between the coverage ol f railroad retire ment an 
social security which could be reasonably eliminated in the way 
which the survivor amendments in 1946 eliminated some of thos 
potential duplications. That would reduce costs to some extent 
How much, I don’t know. But there is a way—— 

Senator Dovetas. Even if there are some who pay contributions 
both to social security and to the railroad retirement? 

Mr. Latimer. You see, if we hadn’t coordinated the two wag: 
records in passing the survivor’s insurance, there would have been 
some people who qualified on a relatively short service for a survivor 
benefit under railroad retirement, and others who would have qualified 
under social security. The sum of the two would have been more than 
could have been earned under either one separately. Insofar as no 
commitment has been made, and the two systems are coordinated, 
those two parts can be eliminated. There will be some saving 
How much, I don’t know. But I would suppose that it is within thi 
range of possibility to increase the annuities presently being paid 
under the railroad retirement system and those to be paid in the next 
several years by the one-sixth which I understand has now been 
proposed, without increasing the taxes, if the kind of change to a 
social-security base plus supplement were to be made. 

As I say, I don’t know, but I think that would be within the realm 
of possibility. 
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My chief objection to doing something like that is that nobody has 
Lake n advantage of time to make a study to see what could be done, 
in the assumption, with which I would agree, that if you do that now, 
you are leaping completely in the dark. 

Senator Dovuctas. | must confess it is a staggering possibility for 
the present chairman to undertake at the moment. 

\ir. Larimer. You are Jeaping in the dark 

Senator Dovue.uas. But, inthe meantime, the cost of living has gone 
ip, is going up, and in the meantime, the improvement of benefits 
inder social security has put the railway workers in some cases at a 
comparative disadvantage. 

Mr. Latimer. Very much so 

Senator Douve.as. Certainly it has reduced the differential which 
they formerly had. It is just a natural pressure for increased benefits 

Mr. Larimer. Those increases were long past due, sir, and they 
were predicated on a study by an advisory committee to Ways and 
Means, an advisory committee, of which you are a member, of the 
Senate Finance Committee, by long studies of other agencies which 
brought to that particular situation informat on which you have not 
had presented to you because it was not in existence 

Senator Dovetas. [I do not understand the full purport of the 
earlier part of your statement. 

Mr. Larimer. | Say, the amendments to the Social See urity Act in 
1950 were based on a large volume of studies which gave a wealth of 
information as to what Congress was justified in doing. You have 
no comparable information before you at this moment relating to the 
kind of system that I have just talked about. | think it is unfortunate 
in the extreme that you don’t have it, but the fact is that you don’t 
I think it probably could be put together on a basis on which action 
could be taken which would be sound, if you were interested in going 
in that direction, within, let us say, a couple of months, but you can’t 
do it next week. 

Senator Doucias. Thank you very much, Mr. Latimer. You have 
given us a great deal to think about 

Mr. Forr. May I ask a question? 

Mr. Latimer, disregarding the treatment in this bill of the men with 
less than 10 vears of service, and supposing that the bill provided 
that there should be an adjustment between the railroad retirement 
fund and the social security fund of a character that would put the 
social security fund in the same situation that it would have been in 
if there never had been any railroad retirement system at all, and that 
such an adjustment should take place periodically hereafter, would 
that or would that not accomplish what you have in mind? 

Mr. Latimer. I don’t think it would, if I understand what you 
mean. Let us deal first with the five million-odd who are now out of 
service, whose railroad retirement rights would be wiped out by this 
bill. 

Mr. Fort. I am disregarding that. 

Mr. Lavrmer. You are disregarding that? 

Mr. Forr. Yes, sir. 

Mr. Latimer. It is a rather long hurdle for me to take to disregard 
that. 

Mr. Fort. I say, assume that a bill would provide merely that 2 
years from now, take January 1 2 years from now, there should be 
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a transfer of funds back and forth, or a net transfer between the social] 
security fund and the railroad retirement fund which would leave the 
social security fund in the same situation as it would have been in 
if all people subject to railroad retirement had from the first been 
subject to social security, and the further provision that there shal! 
be a periodical transfer thereafter to accomplish the same result 
Wouldn’t that bring about what you have in mind? 

Mr. Latimer. No, sir, I don’t think it would. In the first plac 
unless you change the tax rates, you are still assessing on railroad 
employees in those early vears, taxes on which they cannot possib! 
as a whole get benefit received, get value for which they paid. 

Mr. Fort. They would get just as much value for what they pa 
as they do now. 

Mr. Latimer. Oh, no. You are taking away from them the values 
which they get under the railroad retirement system 

Mr. Forr. You are talking about your assumption. In my assump- 
tion, | am assuming that all people subject to the Railway Retirement 
Act would have gotten and would continue to get all the benefits 
under the Railroad Retirement Act, and that the only change would 
be this financial change under which, in effect, all taxes would go to 
the social security fund which they would have gotten if these people 
had always been subject to the social security fund, and railroad 
retirement should be credited with an amount which would reflect 
or represent all benefits under social security that these people would 
have gotten if they had not been under railroad retirement. That 
doesn’t deprive anvbody of any right that they have now 

Mr. Latimer. I don’t think that would solve the financial problem 
for a good many years, if ever, because you do not do what I think 
will prove to be the necessary coordination by making it impossible 
for a person who has service under both acts to combine those two 
periods of service in such a way as to get a bonus as compared with 
what he could get if he were under either one system or the other 
continuously. 

That is, with all this tremendous back-and-forth movement be- 
tween the two, you have a very large element—how large it is, I don’t 
know, and how large it is I don’t think anybody else knows—of 
bonuses arising out of the new start, which may continue to arise for a 
period that I don’t think we can now foresee. That is why I stated 
the kind of study and information it seems to me to be necessary in 
order to make it possible for the Congress to act intelligently. 

Mr. Fort. That bonus situation you speak of is present now that 
the two systems are wholly separate? 

Mr. Latimer. It is. 

Mr. Forr. That would be in no way changed or exaggerated by 
the suggestion I made? 

Mr. Latimer. No, I don’t think it would be changed at all, and it 
might not only eliminate any advantage of railroad coverage unde 
social security, it might even run the other way. 

Mr. O’Brien. May I ask one clarifying question? 

Senator Douvaetas. Surely. 

Mr. O’Brien. Mr. Latimer, while you were on the subject of the 
size of future payrolls, you used, illustratively, I think, an example of 
what happened to labor costs in the railroad industry in 1949. That 
is not in the future. We know about that. I think you said that the 
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payroll declined in the latter part of 1949, despite the fact that there 
had been a major wage increase, so far as rates were concerned, 
consequent upon the payment of 48 hours’ pay for 40 hours’ work. 

Let me ask you this: From your experience in the steel and coal 
industries, don’t vou know that there were ms ijor strikes in the latter 
part of 1949 which had an effect on the size of the railroad payroll? 

Mr. Latimer. Yes, sir. 

Mr. O’Brien. Also, the railroads compressed as much work as they 
could in 5 days in the latter part of 1949, so as to reduce to themselves 
the impact of this wage-rate increase. 

Mr. Latimer. That is what is to be expected, and the technological 
change, the readaptation schedules, is one of the factors which pre- 
vents the payroll, it seems to me, from going up as fast. 

Mr. O’Brien. Do you think they left much water after they made 
that squeeze? 

Mr. Latimer. I don’t know. My sole point on that is that you are 
here predicating a very, very large volume of liabilities on an unknown 
future. It has been proved quite abundantly that I don’t know what 
the future railroad payrolls are going to be, and I don’t think any- 
body else has proved they know any more than I do. 

Mr. O’Brien. Your 4.2 assumption 

Mr. Larimer. I didn’t assume that. 

Mr. O’Brien. Was only an example, was it not? 

Mr. Larimer. Yes, sir. I do not predict it. In fact, although 
is quite obvious I don’t know anything about railroad payrolls, | 
would not predict any such figure as that. 

Mr. O’Brien. Thank you, Mr. Latimer. 

Senator Dovatas. Mr. Schoene or Mr. Leighty? 

Mr. Lergury. Mr. Latimer, as I understood your earlier testimony, 
you are not appearing here representing any group of railroad workers. 

Mr. Larimer. I don’t represent anybody except myself. 

Mr. Leiaury. Your last few years have been devoted to these 
supplemental pension plans, primarily? 

Mr. Larimer. Yes, sir. 

Mr. Leragury. You mentioned the steel plan in particular. Is it a 
requirement of that plan that the employee work for the company a 
certain number of years? 

Mr. Larimer. Fifteen years. 

Mr. Leieury. If he leaves the service of that company prior to 
working 15 years, he is not eligible for the supplemental plan, is that 
correc t? 

Mr. Latimer. That is correct. He has paid not a cent into the fund. 

Mr. Leiagury. He has paid nothing into the fund, and the fact 
that he has worked and it has been considered a part of the fringe 
benefit for the employee does not entitle him to any refund when he 
leaves the service? 

Mr. Larimer. He gets the same wage rate that everybody else 
gets 

Senator Dovae.as. There is always the very nice question whether 
the contribution of an employer under a pension plan is not a sub- 
stitute for a wage increase which otherwise would have been given. 

Mr. Lercury. That is right. I appreciate that. 

J have just one or two other questions that I would like to ask. 
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Now, with respect to the steel plan, as I understand it a 
amount is paid to the employee after 15 years’ service? 

Mr. Latimer. If he retires. 

Mr. Lereury. If he retires; yes. From that they take a fix: 
amount, and then deduct what he is entitled to under social securit 
Is that the method that is used? 

Mr. Larimer. His pension is | percent of his average compensati 
in his last 10 years of service, multiplied by the vears of service; a1 
from that is subtracted the social security. There is no maximum 
under the steel plan. There are a few members of the steelwork: 
union who are getting pensions of more than $500 a month aft 
subtracting social security. 

Mr. Leicury. If the same procedure is used in determining 
additional pension, (hat an empiovee is employed and comes under th 
railroad retirement plan, when he retires he uses the same basis for 
determining what portion shall be paid by the carrier? 

Mr. Latimer. Yes. 

Mr. Lercury. In the event his retirement annuity is larger, in th 
case of the $300 man, it could be $64 larger than the man would get 
under social security, the liability of the company then is reduced by 
that additional amount? 

Mr. Larimer. That is right. 

Mr. Lercury. In other words, here again the prior service of th 
railroad retirement plan works to the benefit of the employer, because 
it reduces his liability, doesn’t it? 

Mr. Latimer. Oh, yes. That is exactly what it does. 

Mr. Letcutry. That is all. 

Senator Doucias. Any other questions? 

Thank you very much, Mr. Latimer. 

(Mr. Latimer’s prepared statement, and a statement submitted by 
William J. Kennedy, follow:) 


STATEMENT OF Murray W. LATIMER 


My name is Murray W. Latimer. Iam now a consultant on pension, insurance 
and other employee benefit plans with offices at 1625 K Street NW., in Washi 
ton. I have asked for the privilege of appearing before you today out of a sens 
of civic duty, because I have had unusual opportunity, through the years, to 
study this type of legislation. From July 1934 to January 1946 I was chairmar 
of the Railroad Retirement Board. It was my duty to present to the committees 
of Congress, on behalf of the Railroad Retirement Board, proposals for the major 
part of the railroad retirement legislation as it now appears on the statute books 
By the enactment of 8S. 1347 you would throw into the diseard certain principl 
which I had thought basie to the railroad retirement svstem, or for that matter to 
any other system providing social insurance against the hazards of age. I feel : 
deep personal concern about what happens to those principles in the railroad 
retirement system 

Second, [ have devoted more than’ 25 years to the promotion of old-age securit) 
I. am the author of several intensive studies of industrial pension plans. Beforé 

here was a Railroad Retirement Act I was in charge of the studies made by the 
office of the Federal Coordinator of Transportation, Joseph B. Eastman, whict 
formed the basis for the original cost estimates of the railroad retirement system 

I was a member of the technical board of the Committee on Economie Securit; 


and chairman of the old-age security committee of that board, and as such 


T 

i 

was in charge of the studies which preceded the old-age parts of the Social Securit. 

Act: and I was the first Director of the Bureau of the Social Security Board which 
administers the old-age insurance title of the Social Security Act 

During the past 4 years I have represented the labor organization which is the 

bargaining agent for about 90 percent of the workers in the basic steel industry 

in the formulation and revision of retirement plans applicable to more than 
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10.000 men in the steel industry. I am currently ser ras p ion consultant 
iployers in » automobile manufacturing, tel d distilling industries, 
inions in the newspaper, the paper manufacturing and lithographic industries, 


ito joint trustees representing Managen t and lal ; the hosierv industrv 


relation to problems having to do, among other things, with the coordination 


tween private pensions and the Soci: 

refore, is predicated not onlv on my 11% vear ‘ 
tirement system but also on similar experience h title [1 of the Social Security 
t and with a variety of private pension systems covering n than 1,000,000 
rkers in other industries. 

he railroad retirement system attempted from its beginning to deal, from 


rv minute it became effec ive with the retirement proble ! without pre] idice 


younger railroad workers. That immediate railroad retirement problem was a 
one 15 years ago. The Railroad Retirement Act of 1937 became substantively 
fective on July 1, 1937. As of that day the old-age annuity load was 4.03 percent 
the total employee coverage for 1937 and the rate of benefit was 2.57 percent of 
ixable payrolls in that year. By way of contrast, on December 31, 1950, under 
Social Security Act the retirement load represented 3.58 percent of the 
mber of persons covered under title lI of the Social Security Act in 1950. The 
iount payable to them, together with the supplements to spouses, would, on an 
ual basis, amount to slightly less than 1.2 percent of the payroll taxable under 
Federal Insurance Contributions Act in 1950. That is, » initial load under 
iilroad retirement was, on a cash disbursement basis, 2.1 tin he retirement 
irt of the social security load after 11 years of operation and a large increase in 
nefits. 
The situation as of the end of 1950 may be summarized as follows: 


ment De! 
Individua 5 and over 
[Individuals under 65 


Iirvivors 


imp sums 


rotal 


Estimated at 8 
Che supplemer 
t counted sin 
Social sec 20 » 49,54 
51, p. 21. Railroad retiremer 

,/07 million derived by dividing taxes colle 

\ very substantial part of this higher relative burden under the railroad 
retirement system has been the result of the assumption of burdens with respect 
to persons who, under the social-security system, receive old-age assistance on the 
basis of a means test. This, of course, raised the financial requirements very 
substantially above the level needed to support title II of the Social Security Act. 
Already the cash disbursements of the railroad system form a larger perecentsge 
of taxable payroll than the maximum social-security taxes, which are not scheduled 
to be in effect until 1970. 

The railroad retirement system was intended to be financed on the basis of a 
payment equal to the cost of benefits accruing by reason of service currently 
the normal cost), plus the interest on the difference between the total value of 
benefits to present employees, including their future accruals, and the sum of 
i) the present value of the normal cost contributions with respect to such em- 
ployees and (ii) any funds on hand. 

[ do not now have the original estimates on which the 1937 tax rates were based, 
but mv recollection is that the normal cost was calculated at about 4.4 or 4.5 
percent of payroll and the interest on the initially unfunded reserve requirement 
at about $65 or $70 million annually; the taxable payroll for the long run was 
assumed to be $2.2 billion. Both the first and second valuations indicated these 
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estimates to be too low. The first valuation placed the normal cost at 5.6 pi 
cent, the second at 5.8 percent of taxable payrolls, while the interest on the 
funded reserve requirement was set at $101.7 million and $108.6 million, 
spectively. I thought these estimates valid and reeommended an increase it 
rates with the interest expressed as a percentage of a $3.5 billion payroll. T! 
recommendation was included in the 1946 amendments. 

Whenever a pension system covering the employees of an employer or a gro 
of employers is created at a time when the immediate retirement load is heavy, 
large financial problem is created. In most systems, even where employe 
contribute, the size of pensions and annuities is scaled to the ability of the e1 
ployer to pay prior service costs. Fifteen years ago it was agreed that pensio 
and annuities would not be scaled, so far as prior service was concerned, to t 
ability of the railroads to pay, but on an equal division of cost. In the succeedir 
15 years each time benefits have been raised they have in substance been giv 
retroactive effect, always with 50-50 sharing of prior service costs between 
railroads and other employers and their employees. 

As of the end of 1947 the 4.6 percent normal cost, estimated at 5.8 percent in th 
second valuation, had risen to 7.9 percent and the interest was $221.5 millio 
annually. 

This means that the average new employee gets benefits worth 7.9 percent of 
his pay. On the 50-50 basis the average new employee is reasonably well off s 
long as his half of the total bill is less than the value of his benefits. 

An ‘‘average’’ employee is not necessarily the basis on which employee con 
tributions can be fixed. The fact that the ‘‘average’”’ employee is well off on a 
given scale of employee contributions does not always make those employees fo 
whom costs are less than average accept the average employee contribution rate i 
they can avoid doing so. 

The great rank and file pressure for the increase in the scale of annuities 
pensions and the provision of the “residual benefit”? included in Publie Law 
of the Eightieth Congress shows rather clearly that the half of the total cost 
which employees contribute must be quite substantially less than the value of 
benefits for new employees; and that showing was characteristic of what hap 
pens in such situations. This fact has highly important consequences to whic! 
I shall refer later. 

Such developments as this were not unanticipated. To make the railroad 
retirement system possible, three basie principles were included in the Railroad 
Retirement Act: 

First, there was to be no forfeiture of the rights to old-age annuity for any 
service or compensation with respect to which an employee had paid taxes 
after 1937; 

Second, apart from the minima, there was to be a 1 to 1 relationship between 
annuity and length of service of employees entering railroad retirement coverage 
after 1937, and, except as modified by prior service limitations, such a 1 to | 
relationship for other employees; 

Third, there were to be prompt steps to cover deficits by taxes so as to prevent 
the employees’ half of the taxes from coming too close to values of benefits for 
new employees. 

These principles are not merely those on which the Railroad Retirement Act 
is based; they, or their equivalent, have been found to be the minima which are 
essential to the maintenance of any contributory industrial pension system, 
which the railroad system is. 

If 8S. 1347 merely proposed to throw out the Retirement Act baby with the 
bath, I might not have been unduly saddened; I have been father to many such 
babies, most of them being in sound health. But when it is proposed to heave 
the cast-iron bathtub on top of the baby, I cannot resist the urge to speak out 
in protest. 

To be quite specific: The enactment of 8. 1347 into law would, first of all, 
result in a tax levy on the vast majority of railroad workers from now on, in 
return for which it is not proposed to give equivalent value; second, it would 
produce a forfeiture of annuity rights for an unknown but undoubtedly large 
number of former railroad workers with no adequate offsetting value—frequently 
no offsetting value at all; third, it would have the effect of reducing some annuities 
immediately and many others within the next 2 or 3 years; fourth, it would 
introduce inequities and anomalies on a staggering scale; fifth, it would worsen 
labor relations on the railroads, already in sad need of improvement, to the great 
detriment of the national interest; sixth, it would adopt policies for the railroad 
retirement systems which, if incorporated in an industrial pension system covering 
employees under title II of the Social Security Act and intended to supplement 


al 
74 


} 
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insurance benefits thereunder, would make impossible the appro\ al of 
stem by the Bureau of Internal Revenue pursuant to section 165 (a) of 
Internal Revenue Code; seventh, it would permit the Railroad Retiremen 
\ccount to retain all the appropriations on account of military service, which 
my en would amount to a Government subsidy of a quarter billion 
lo rn eizhth, it would make — the adoption by Congress of a uniform 
ational policy on social security; and, finally, it would, in my judgment, make 
reasonably certain that a Government subsidy would be required in the f 
» continue operation of the system indefinitely. 


I. CHARGING THE MAJORITY OF RAILROAD WOREERS FOR BENEFITS NOT 
RECEIVED 


nder 8S. 1347 no person can receive a benefit under the Railroad Retirement 
Act unless and until he will have completed 120 months of railroad service; 
that is, there must be 120 different calendar months in which he will have worked 
for an employer as defined in that act. 

On the basis of the employment termination rates! used in the fourth valua 
on of the liabilities under the railroad retirement system, about 85 percent 2 of 
he number of persons entering railroad service will not complete 10 years of 

rvice in the railroad industry. The percentage is based on the rates for entry 
age 28, which can be regarded as representative.‘ 

S. 1347 would continue the existing schedule of taxes under the Railroad 
Retirement Tax Act. This means that on January 1, 1952, railroad employees 
will increase their contribution rate from the present 6 percent to 6% percent 
of their compensation up to the maximum taxable amount, which maximum on 
the same date would be increased from $300 to $400 per month. If a railroad 
emplovee fails to complete 10 years of service, his compensation will become 
creditable under title II of the Social Security Act and whatever rights he may 
have, except for the residual payment, will be under that act Even in the cas 
of an employee whose sole employer was a railroad but who dies before he com- 
pletes 10 years of railroad service, the benefit to any survivors will come from 
the Social Security Act. Only if he has no eligible survivors (or if his widov 

as the choice and does choose an immediate lump-sum benefit), can there be 
uny immediate payment under the Railroad Retirement Act. 

\{n employee starting in railroad service will, on the average, for just a li 
more than 13 years (measuring by seniority), have the same old-age and survivors 
nsurance protection as an employee in social-security coverage. But he now 
pays and will continue to pay more for that protection. For the next 10 calendar 
vears at least, that extra cost will be not less than 4% percent of taxable payroll. 

nder the ordinary pension plan which supplements the title II social-securi 
insurance benefits, employees who, after making contributions, terminate em- 
ployment without the right to an annuity receive back their contributions, 
usually with accumulated interest. The 4'%-percent railroad tax, which is in 
excess of the Federal Insurance Contributions Act tax, is regarded as in the 
nature of such a contribution. The maximum value for an employee who pays 
the extra 4 percent but does not qualify for the railroad annuity is the residual 
benefit without offset. The total (7 percent of creditable pay after 1946) residual 
benefit without offset will, in substantially all cases, be less than the value of 
the extra 4% percent of such pay since, under the valuation standards of the 
fourth valuation, an assurance of 7 is worth less than 4.25 until after age 58. 

The average minimum forfeiture (the maximum being 100 percent) as a 


centage of the value of 444 percent of taxable pay, with accumulated interest, 
as follows for entrants at 28: 


For terminations before completing the 

First year of e mployment 

anne year of employment 

Fifth vear of employment 

Seventh year of employment 

Tenth year of employment 

Twelfth year of employment 

See 1946 Annual Report of the RRB, pp. 99 and 113; 1949 Annual Report of the RRB, pp. 128, 130, | 

and 152. 

? Withdrawals in the years 1938-46 from among all new entrants in those same years, for reasons othe 
than death, disability, or retirement, exceeded by 22 percent those expected under the rates used ir 
third and fourth valuations. 

$1949 Annual Report, RRB, p. 141. 

‘The most frequently used rate at which interest is caleu 1d on refunds of employee p mn 
tions ? percent, usually beginning to run from the end of t! ear of contribution to the date o 
This ra ate and practice are used in calculating the value of the excess of railroad retirement over soc 
taxes. 
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thousands of them. Other thousands—-again no one knows how many—work: 
under social-security coverage before being awarded a railroad annuity. 

From 1940 through 1949 almost 34,000 annuities were granted to people w! 
had been out of railroad service for more than a year and for as long as 8 to 
years. Moreover, there were inactive employees who are not in receipt of 
annuity, probably in most cases because they have not retired from the servic 
the last employer; 3,100 employees 65 and over who had completed 10 to 
vears of service; 5,900 who had completed from 15 to 25 years of service; 7,500 v 
had completed from 25 to 30 years of service; and 37,200 who had completed mor 
than 30 vears of service. The greater part of the service of this last group was 
course, before 1937. In addition to these there were inactive in 1947, and b 
tween the ages of 55 and 64, 24,500 employees who had completed more than 
years of credited railroad service. Doubtless a large fraction of these are 
social-security employment. By the enactment of S. 1347 I think you w 
will probably reduce the retirement incomes of at least 15,000 railroad famili 
below what they are or will be under existing law. No one knows the numb 
It could be 25,000; nobody knows. It apparently has been regarded as so pri 
foundly inconsequential as not to be worth a mention. 

Under the railroad retirement system up to now, persons who withdraw aft: 
30 vears of service will usually receive more than a person remaining in raiiroa 
service until 65 or older Some correction here may be desirable. S. 134% 
far beyond what is desirable for the future in many cases; certainly the reducti 
of incomes once entered upon can only be regarded as sheer brutality. 


vO 


4. INEQUITIES AND ANOMALIES 


The range and scope of possible inequities and anomalies is almost unlimited 
Some of these have been illustrated; it may be worth while to indicate som: 
general classifications. 

First, take the case of two former railroad employees who began work on 
railroad on January 1, 1937, and worked for 114 months receiving $300 in eax 
month. On July 1, 1946, each began to work for an employer not subject eithe 
to the Railroad Retirement Act or the Social Security Act, and both these emplo 
ees have continued to be so engaged since. Let us assume further that both the 
employees are about the same age and that one reaches 65 and retires as of the la 
day of the month preceding, while the second reaches 65 and retires on the la 
day of the month following the assumed enactment of 8. 1347. The railroad 
retirement annuity of the first employee under section 27 (a) of 8. 13847 would 
begin to accrue before the last day of the month of assumed enactment of 8. 1347. 
If the application of this first employee had been processed and the annuity 
awarded, an annuity to his spouse, if or when she is otherwise eligible, would be 
payable. But if the award had not been made, I understand section 27 (e 
make the spouse ineligible for the supplemental annuity. That is, a substantive 
right may be retained or lost dependent upon the speed of the administrative 
process. 

I find the language of 27 (e) not clear; but in any event the more serious inequity 
is the one which wipes out the annuity of the second employee. On the day 
before the enactment of 8. 1347 he had an annuity having a value, including the 
residual payment, on the fourth valuation standards, of $5,920. The day after 
enactment, his annuity having been wiped out—his years of service having been 
reduced from 10 to 9%—his only benefit would be the residual payment which o1 
the same standard has a value of $934. 

Second, take two cases differing only in that one (a), takes a job under social 
security coverage 1 month before 8. 1347 is effective; the other (b), 1 month 
later, the latter being affected by the proposed disqualification for receipt 
of social-security ‘‘wages,’’ the first not. The comparisons are set forth in tabular 
form. 
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Months of prior rail service 
Average monthly prior service 
Months of subsequent rail servic 
Average monthly compensatio 
Average monthly c¢ pensation 
| railroad annuity, existir 
t retirement (July 1, 1951 
Annuity at retirement 
Amendments assumed effective 
Employment in steel] mill effect 
Date of subsequent retirement 
W ace reditable under title II 
Social security primary amount 
Railroad prior service annuity 
Railroad annuity payable after Dec. 31 
Total railroad- and social-security annui 
der 8. 1347 
rota] railroad- and social-security annuities on Jan 
laws as of May 1, 1951 
| value as of July 1, 1951, of railroad annuit 
benefit under law as of May 1, 1951 
Value of railroad annuity as of July 1, 1951 after amendment $7,702 $3,932. 
under 8. 1347 
Compensation carrying residual benefit of 4 percen Al $18,600 
(Compensation carrying resi il beneNt of 7 per t 16 $16,200 
Gross residual benefit $1,878 
Value of residual benefit as of July 1, $40 $234 


otal value of railroad benefits f Ju 74 $4,266. 


idual benefit values are ove 


ne payable 


It is to be noticed first that 8S. 1347 would reduc ie value of benefits under 
the more favorable case from $13,364 to $7,741. \ difference of 1 month in the 
date of entering old-age and survivors insurance coverage would reduce the total 
value of railroad benefits by a further $3,475. Thus enactment of S. 1347 would, 
in the case of A, cut benefit values by over $5,600, while for B the reduction would 
regate $9,100. B would gain $3,250 for working, let us say, for a munici 


pality (or in other employment safely outside the, for him, dangerous ambit of 
social security) for half the pay he would get from the steel company. 


The anomaly just mentioned is one which will have some wide repercussio 
After enactment of S. 1347 monthly ‘‘wages”’ in the amount of $50 or self-employ 


ment income of $50 a month will result in loss of 1 month’s railroad annuity 


An annuitant who takes employment in a retail store or with a building contractor 
or enters upon any of a million other jobs and receives $50 a month loses his rail 
road annuity for that month. But if he works for 
or any of another million occupations not covered 
in his railroad annuity will not result He may work in a job covered by the 
lederal civil service or other Federal emplovee retirement act without loss, but 
not in a Federal job covered by title II of the Social Security Act The Railroad 
Retirement Board cannot administer this provision on the theory that the social 
security records will make it practicable And, in any event, reducing railroad 
annuities because of employment in some unconnected fields but not in others is 
nonsense unjustifiable by any allegedly administrative convenience. 

In the original bills which became the Railroad Retirement Act of 1937 there 
was incorporated, on my recommendation, a provision for the payment of ¢ 
only during periods in which the recipients were not engaged in substantial | 
occupation. ‘The idea of reducing railroad annuities for social-security employ- 
ment was considered and rejected at that time on both equitable and adminis- 


trative grounds. There was objectior to the more inclusive reductions ir corpo- 


rated in the bills referred to in favor of the provision which has since been in the 
Railroad Retirement Act. The social security provision is included now, I take 
it for granted, only because of the desirability of finding ways of making it appear 
that benefits are being liberalized. If the cost credit for this factor is such as 
indicated by Railroad Retirement Board Member Squire in the report to this 
committee, I would agree that its effect has been grossly exaggerated 

The examples for A and B have been set forth in some detail to indicate not 
only the very great differences in benefit rights that a short period of time will 
make if S. 1347 is enacted, but also to show the complex character of the variables 
involved. But there was another purpose. All the variables could have been 
shown with respect to a retiree at age 65 without the same relative changes ir 
values. But the illustrations are intended to show also the inequity arising out 


1otate or county governme! 
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fv the reductior s 1n ar llities for retirements before 65 
9) 


of the Railroad Retirement Act are intended, as other similar provisions in t 


ands of pension pla ire inte d, to produce an annuity beginning before a; 


lue of the annuity ere 


ies are suspended The reductions in annuities under section 


nan amount such that it alue will be equal to the va 
maturing at 65 he y annuity not paid, there is no reason to reduce 
annuity amount The loss on this score in examples A and B is the same—al 
$2,600 for each ca 
The extent to which the loss of credits under the railroad retirement syste 
less than offset by the eredits under social security for those who withdraw b 
completing 120 months of service varies with the duration of the railroad ser 
lo illustrate this I have constructed a series of average annuities based on 
standards of the fourth actuarial valuation, except, that I have allowed for 
creases in railroad wages since 1947. The form of the wage increases in the ra 
in most other industries, has been such as to change the si 
The increase in over-all average wage incomes between | 
and 1950 (using for this purpose the average number of employees and t« 
ipensation of the class I steam railroads) was about 18 percent. I incre: 
the 1947 salary scales at entry age 28 through duration 13 by 20 percent, at dur 
tion 14 by 18 percent, at duration 15 by 16 percent, at durations 16 to 20, inclu 
by 15 pereent, at durations 21 to 25 by 12% percent, and the remaining durat 
by 10 percent The accuracy of the comparisons would be affected to a m 
degree by choice of other percentages or by use of the 1947 salary scales with 


col 


chang 

Since on the average, as already indicated, railroad workers do not compl 
120 months of service until they are in their thirteenth year of seniority, 
illustration runs up to a point which is just short of completion of 10 years 
service. The illustration finally assumes that the employment history, includi 
the earnings, will be the same for an individual whether he is covered by the ra 
road system or working under social security, with the exception of the differen 
in limitation in creditable compensation. Under the assumptions used her 
however, this factor produces a difference of only one-fifth of 1 pereent in tot 
creditable compensation. 

For the average railroad employee who withdraws during his first year 
seniority (at which time he will have, according to the fourth actuarial valuatio 
3 months of service), the social security primary amount for which he will qualif 
will increase by 30 cents a month. On the other hand, the railroad worker w} 
has the identical experience but stays on until he is 65 will inerease his railroa 
annuity by $1.10 cents for that initial half year of seniority. For those who wit} 
draw in the second vear of seniority (at which time the average number of mont! 
of service will be 9%, according to the fourth actuarial valuation), the socia 
security benefit to be payable at 65 will be 70 cents more than it would be withou 
the crediting of these railroad wages. On the other hand, without this san 
period of service and compensation, the railroad retirement annuity would 
$3.59 a month less than when such service and compensation are included. T!} 
disparity in favor of those continuing under railroad retirement coverage and 
against those who leave that coverage before completing 10 years of servic 
increases rather rapidly. This is shown in the following tabulation: 


Increase in amount of monthly annuity produced by wages in indicated senior 
pe riod 


Net loss 

Under rail monthly 
road retire- nuity Dy 
nent transier t¢ 
social securit 


Under social 
security 


First 6 months 
IS months 
‘0 months 
42 months 
4 months 
) months 
78 months 
90 months 
102 months 
114 months 
126 months 
138 months 
150 months 
158 months 
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plv have not had time to examing u 
LABOR RELAT 
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1t members of on F the standard raiire 
steel industry from 25,000 to 30,000 ra 
Railroad Retirement ct. A majority 


ranizations but there ar IS; 1 } I | 1 
rkers of America. Under the ent vt nited Steelwork 
ata 


with the basic steel ind in I n ! t aL at« re Tixe d 


el substantially al 
Che railroad emplovees within the 
ume pensi ns as those who work in 
ipplemental plans by the companies w 
for those of their emplovees covered by the 
ered bv social security However, sil 
ee] pension is based, i the case of social security cove e, on the primary 
ance amount and does not include the supplement r : t the wife, there are 
imerous cases in which the family income of stee ‘rs who are covered bv 
ial security is greater than for those who are covered by railroad retiremet 
The heavy tax rate under the Railroad Retiremen 
emplovees in the steel industry fee! themselves substantially disadvantage 
cause of the railroad coverag 
tnactment of S. 1347 will 
the steel industry, generally speaking, wi xce he ts pavable under 
the railroad retirement tem even if 8. . acted If S. 1347 had 
provided for a new start, the results might have beer rent it the amount will 


makes the railroad 


ib 


still be based on wages, some going back » 1924 "e the at, anv Man ona 
steel railroad who moves across the trac I the lant before he has com- 
pleted 10 vears of service will find himself, general wit] f 
higher benefits than the man who has never paid the 
S. 1347, if enacted, will cause this situation to blow 
atom bomb. I have referred to the steel industry be 
matelv associated with it. I know the attitude of the emplovees 
from quite intimate per-onal association 
Without hesitation, however, I express the opinion that this will not 
to the steel industry. For a great many vears I have had frequent 
workers who are called upon to contribute under pension pian 
incontrovertible fact that any employer in the United States who attempted 
force his emplovees to contribute at a rate 444 percent above that of social security, 
and offered in return to anvone who completed less than 10 vears in his service 
even if counted on a seniority basis) a return identical to th provided through 
the residual benefit. would « 
become familiar with many hundreds of pension plans and to look at tl 
of asmany more. In the whole area which | know, no employer has ev¢ 
entertained the idea of doing what is here proposed, and I venture to 
no one ever will I do not think I will be regarded as disrespectful if IT expre 
doubt that the enactment into law of a practice which, if engaged in by an em 
plover, would be regarded justifiably by his employees as a violently unfair labor 


reate rv bitter dissension { have had oecasion to 


practice, will suffice to remove the stigma. 

I think it is apparent even to the casual observer that the relations between 
railroads and their employees have deteriorated in the last few yes My own 
observations lead me to attribute a large share of the complex of factors bringing 
about that result to the increase in taxes under the 1946 amendments. As an 
assiduous supporter of that tax increase, I cannot very well be regarded as blaming 
others for this situation, and I do not. But §. 1347 will, in my mind, unques- 
tionably revive in greatly intensified form the difficulties which led to the enact- 


ment of the residual benefit legislation in 1948. 
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6. VIOLATION OF STANDARDS FIXED BY CONGRESS FOR THE OPERATION OF RETII 
MENT PLANS IN INDUSTRY 


In 1942, by amendments to the Internal Revenue Code, Congress expand: 
substantially the standards which private pension plans must meet if the co: 
tributions by employers to accumulate funds for the support of such a plan o 
toward the purchase of employee annuities are to be regarded by the Bureau a 
expenses of doing business and, as such, are deductible from gross income fo1 
purpose of determining the taxable income of the employer One of the standard 
in section 165 (a) of the Internal Revenue Code, is that the plan may not conta 
a provision excluding from its coverage employees whose period of employm« 
exceeds 5 years. Payment of a residual benefit would not constitute being cover 
by a pension plan. On this score, therefore, it can be flatly asserted that t} 
proponents of 8S. 1347 are requesting a standard of coverage less favorabl« 
employees than will be required of a plan entered into by an employer to supp 
ment social security or railroad retirement, either directly or through a collectiy 
bargaining agreement. 

The Bureau ruled last November (PS 64) that under the type of plan found 
most collective bargaining agreements, where the funds to be provided ar 
measured by a fixed percentage of payroll or a fixed number of cents per hour or 
similar uniform method, the plan will be recognized as bona fide only if t 
employer certifies that actuarial calculations, accepted by him as reasonabl 
indicate that the funds to be paid in during the term of the contract will equal th« 
capital value of the annuities to be granted during that term, and the the contribu 
tions will equal the normal cost plus the interest on the unfunded reserve requir 

aware of the views of the representatives of the railroads o 
n view of the report of the Railroad Retirement Board and on th 
ny own knowledge of the situation, I would not hesitate to assert that the 
essential part of such an affidavit could not be made, as regards the railroa 
t svstem, by railroad employers or anyone else if S. 1347 is enacted 
herefore suppose that any pension plan which copied the provisions of the 
tirement Aet. modified in the way propose iby S. 1347, would be fou 
the financial standards pres ribed for ve luntary pension plans 
enou ection 165 (a) of the lr ternal Re venue Code does not dea 
th forfei : But I doubt that a private pension plan, whicl 
lowed the railroad retirement system as modified by 8. 13847 in every respect 
pt for reducing the 10-year exclusion to 5 years and providing the minim 


ing would evertheless be disapproved on the ground that forfeitures 
violated the basie requirement that the plan be bona fide Emplove 
ms are normally forfeitable with respect to any single identifiab 
al; employee contributions have hitherto been thought of as inviolate 
tment of S. 1347, would inevitably, it seems to me, tend weaken the 
standards which have been created for private pension plans under the Intern: 
Revenue Code by indicating that the Congress has no belief in them Che 
standards have n of great value. Any move looking toward their weakeni1 
would be a very ¢ at disservice to many millions of workers in the United States 
and would immensely prejudice the position of those trade-unions which have 
‘d pension plans for their members in full reliance upon continuance of 
statutory standards 


ARRANTED GAIN FROM MILITARY SERVIC! APPROPRIATIONS 


ss has appropriated almost $360 million by re: f the creditir 
of ilitarv service for certain former railroad emplovees * the Railroad 


Retirement Act It my understanding that, while all the appropriations have 


been transferred, no further congressional action is required to make the 


Che pi si01 : military service credit arrangement have been such as to 
! ming measure to pe rsons who have had very brief 


ve those credits in overwhe 


fourths of the individuals g 


a 
periods of railroad service. I would suppose it altogether probable that three 
er 


for military service under the railroad 
retireme! tem will never have as much as 1 vear of actual service on railroads 
responsible for this situation, since the basis of the legislation 
by a Presidential committee on which [ sat for the Railroad 
For various reasons, it became impractical to carry out certain 
which were contemplated when agreement for the legislation 

the Presidential committee. But that is irrelevant now. 


ing credit 
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actment of S. 13847 would, in effect, wipe out the 
lits, since the employees involved will not have 
rvice under the Railroad Retirement Act at anv tim 
ssed, there would be no possible reason for transferring th Lai r of the 
tary service appropriation, and I would ver > rune th: ne $200 


ion of that already transferred will, o1 


in respect of military service for whicl 


S, 1347 makes no provision even for a study 
8. IMPOSSIBILITY OF UNIFORM NATIONAL POLI 


For some 14 years the problems of financial suy 
curity Act have been predicated 
347 would, in effeet, expand the 
nefit to the railroad retirement 
ym the report of the Railroad 
ered under social security wi 
by $100 million a vear thar 
increasing social security ta 
gain to the railroad retiren 
» railroad system will 
ations as to what tl 
covered have been 
with the negotiations le 
Railroad Retirement Act of 
recollection ji 


future differ ‘ 
negative differe 
Mr. Squire 
cial statemen 
‘alculations of cost differe 
1 at ol 
‘Vil widely 


different 


nates of tl 
Whenever t 

hese conditio 

lisagreement in this ares t evel ne » important 
an amendment to title ; cial uritvy Act vw 

l varying period of jou 
ith the enactment of S. 1: 
the relationships will be ! ics 
minate and indeterminable that no or kn hat all the impac 
are. It will be utterly impossible under these ¢ litior he ‘ ngle uniform 


policy with respect to social security; inevitably clash 


nder social security who hay ad 1 ailroad coverage 
1 


t 


noves to clear up anomalies and inequities. When, a 
ments are made to “‘correct’’ these particular anomal 
thereby be created. The end result will inevitably | 
social security. 

9. RECKLESS FINANCING 


Six years ago, in advocating enactment of the legisls whicl 
amendments of 1946, I contended tl 
railroad payroll of $3.5 billion. I gave my reasons and quoted many opinions o 
others to support my thesis that an average $3.5 billion payroll was a reasonable 
long-run expectation. The optimism which I then expressed was based in sub 
stantial measure on what then seemed to have been a strong recovery from the 
depression which the railroads gained for themselves during a war period. I 


assumed, and so stated, that in addition to general economic factors having to do 


iat it was reasonable to estimate a fut 


83931—651 0 
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onal income, 
are of total 
lollar amounts has far exceeded 
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ral 


vears ago; and, so far as | am concerned, 
I then coneeived to be remotely possible 


umptions (in my own mind it was the most impor 


as 
icated my forecast has pre ved to be false | 


as the measurement, tl ak sinee the early t 
of the national incon ginated o1 
fF almost 3¢f rece from 
y all the transport industri 
t since 1935) in 1943. By 1949 the 


5.53 percent, a relative decline of al 


out 12 pe 
! neome originated in transportation going to the rail 
fell from 65.57 1 1943 (a shade lower than in 1942) to 52.60 perce: 


1949. ‘Thus, the ral id-produced national income has been a declini 


a relatively 

my statements of 6 years I implied, though I did not explicitly sé 

railroad payrolls v 1 ‘ar ly constant ratio to national incom 

ar now that I y g g e war years undue weig! In 1946 and 

al railroad wages, and salaries rose relative to the national income as comp 

1¢ 1942-45 period, but there has since been a sharp drop. In 1950 th 

will be the lowest ever; I estimate it to be 2.20 percent®, a reduction of 18 per 
since 1946 

Perhaps the single most significant index of railroad payrolls for soci 
ance purposes is that indicating the relationship between wages taxable under 
Railroad Retirement Tax Act and wages taxable under the Federal Insura 
Contributions Act Chat relationship for the (in terms of the percentages 
railroad taxable payrolls have to he corres pol ding social-securit 


vears since both taxes began to accrue is: 


1937 628 | 1946 

L938 5DS | 1947 

1939 194 | 1948 

1940 » S02 | 1949 

1941 ». 335 | 1950 

1942 ». 226 | Relative decline of railroad pay 
1943 3. 809 rolls, 1937-50 

1944 ». 667 | Relative decline of railroad pay- 
1945 ). SS4 rolls, 1945-50 


The decline in the relationships I have just outlined is not merely one 
is relative to more rapid expansion elsewhere. The basic economic foundatior 
the volume of railroad employment—has fallen in absolute terms: In 19 
average employment on class I steam railways (including switching and termi: 
companies) was lower by 13.5 percent than in 1945; and this was after a recov 
of 2.5 percent over 1949. Measured by hours of work, employment volume 
by about 27 percent between 1945 and 1950, part of which was attributabk 
the reduction in the workweek of employees in nonoperating departments fron 
to 40 hours. Buta reduction in the volume of railroad employment in the 5 yea 
of 18 to 20 percent seems to me a reasonable inference from the figures 

The contrast between the changing volume of railroad and other employm«e 

reflected in other economic measurements. In the period 1945-50, when t! 
number of railroad workers was falling by 13.5 percent and employment volun 
by perhaps half as much more, expansion was characteristic of almost all the othe 
major parts of the economy; the employed civilian labor force in the Uni 
States averaged 13.5 percent larger in 1950 than in 1945.8 If the agricultur 
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en estimated at $325.6 billion (Survey of Current Business 
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1-300 for the calendar vear 1950 
urces: Waves Taxabl nder FIC A: 1937-44, Social Security Year Book, 1945, p 
Security Bulleti rch 195 1; Wages Covered Under Railroad Retirement Tax Act, 1937-49, RR 


Annual Report, 1950, 4 | taxes collected in Railroad Retirement Tax Act in 12 mor er 
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system, if modified by 8S. 1347, are 


payroll is 
tT 


amounts 


Retirement Annuities 
Age 12, 227, 000, 000 


1 


Disabilits 5, 278, 000, 000 
‘ 17, 505, 000, 000 
Spouses annuitie 1, 953, 000, 009 
Survivor annuitlles 
Aged widows and pare! t, 821, 000, 000 
Widowed mothers 369. 000. 000 
Children 757, 000, 000 
Insurance lump 739, 000, 000 


Total 6. 686, 000. 000 
Residual lump sums 703. 000, 000 
Maximum and minimum 352. 000, 000 
‘Total gross value of benefits 7. 199. 000, 000 
Benefits to be provided under social security on tl} 

compensation credited under Railroad Retirement Act 11, 031, 000, 000 
Taxes on such ere dite d compe nsation on social securit ( 

ule 9 905, 000, OOO 
1937—50 excess of social-security taxes over social see - 

fits which would have been paid 703, 000, 000 
Net value of benefits 26. 776, 000, 000 
Funds on hand 2. 146, 000, 000 
Value of benefits to be e red by } tag f fu 

rolis 24, 630, 000, 000 
Administrative expenses 229, 000, 000 


Values to be provided by pet f future pay- 
rolls 24, 859, 000, 000 


The future benefits for railroad workers are to be derived from obligations of 
the United States now in hand to the extent of about 8 percent and on future 


ec na pay 
rolls to the extent of 92 percent; an f the 8 percent, about on third is due social 
security and, as I shall point Oo , May not be offset Further. I estimate that a 
amount in the fund equivalent to not quite 1 percent aggregate benefits is 
represented by military service appropriations to which t railroad retirement 


svstem would not be entitled if S 1347 is enacted On the basis of entitlement 
as of the date of enactment of S. 1347. the benefits would depend on future payroll 
taxes to the extent of 9544 percent of the value of benefits 

When abilitv to pay benefits is lependent to so large an extent on pavrol 
taxes—on which there is, as a practical matter, a ceiling probably no higher tha 
the present rates—the level of future payrolls is obviously a matter of the highest 
importance. Railroad workers are dependent not only on the railroads for pay 
when at work, but on their annuities after retirement and the incomes of their 


* Federal Reserve Bulletin, April 1951, p. 438 
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dependents after their deaths. No other group of workers in America—not e) 
bituminous coal miners—is so dependent, in life and death, on the fortunes of 
single industry. 

It is to be noted first of all that the net total values of benefits and expenses, a 
estimated by the Railroad Retirement Board—$27.01 billion, exceeds by $6.0 
billion the corresponding figure for the fourth actuarial valuation. The excess 
these values over funds in hand is shown by the Board’s report to be $24.86 bil 
an inerease of $5.07 billion But this increase of $5.07 billion is valid only 
counting as part of the railroad retirement account the $0.7 billion, which 
Board reports as due to social security under the theory embodied in 8. 1347, a 
the more than $0.2 billion of military service appropriation which, if S. 1347 
enacted, could not properly remain in the railroad account. That is, to say, 
of the moment of enactment of 8. 1347, the inerease in liabilities of the railroa 
retirement system would have a value of about $6 billion with hopes that a sox 
security differential will emerge and that disgorgement of excess military servi 
appropriation can be avoided which will reduce this to the $5.07 billion, 

Sut an increase in the values of benefits offered of $5 billion is surely such as 1 
make essential the provision of additional financial support. The situatio: 
1951 is totally different from that of 1946. Moreover, when the 1946 legislatio 
was enacted, the finances of the system were in balance on the assumption of a 
$3.5 billion annual payroll in perpetuity. The enactment of 8. 13847 would nm 
leave the system in balance even on a payroll of $5.2 billion in perpetuity. 

It is wholly misleading to say this kind of financing is ‘‘sound” on the principl 
underlying the 1946 amendments. 8S. 1347 returns the railroad retirement syst 

if it is not there now) to the situation which existed before the 1946 amendment 
Chat situation was not intended to exist, and the 1946 amendments had as o 
major purpose its correction ven if it were sound deliberately to return 
railroad retirement systems to deficit financing, surely it is wrong to recomme 
that Congress do this on the assurance that in so doing past actions and pa 
principles are being maintained. 

The basic question is: Is the proposed deficiency financing sound? Suppose 
became evident that the payroll of $5.2 billion could not be counted on its per 
petuity but payrolls would be equivalents to, say, $4.2 billion in perpetuity. Wher 
would that leave the system? The change in the assumptions as to payroll wor 
change the values of benefits. But the reduction in the value of benefits wou 
be on a considerably smaller scale than the reduction in the value of payrolls a 
payroll taxes. This is true in any pension system In the railroad retirem« 
system there are far more matured obligations than in pension systems genera 
and there will be substantial vested rights even after giving effect to forfeiture 
on the scale imposed by 8. 1347. Further, a decline in payroll will, I believe it 
will be agreed, reflect disemployment on the railroads. Under a seniority syste: 
such as is in effect on railroads (to a far greater extent than in the mass productio 
industries), a reduction in employment brings about an increase in average age 
The value of the benefits for those disemployed (whether forfeited or vested) will 
be smaller than for those retained in service whose annuities, at the higher values 
will continue to accrue. Further, disemployment decreases the per capita present 
value of any given percentage applied to future payrolls. Any disemployment 
thus produces a double cumulation of costs. 

In Mr. Squire’s section of the Retirement Board’s report there is reference to 
an unfunded liability of $9.1 billion. From this I assume the interest component 
of the 14.13 percent cost in the Board’s report to be 5.17 percent (3 percent of 
$9.1 billion divided by $5,278 billion), making the normal cost for new entrants 
(including expenses of administration) 8.96 percent of payroll. 

The $9.1 billion unfunded liability figure is what is usually called the unfunded 
“accrued liability.’’ In the case of a reduction in payroll to the equivalent of 
$4.2 billion in perpetuity, the $9.1 billion could under certain conditions increase, 
since it is a residual in which an important component is the present value of 
the payroll of present employees as of any valuation date; it could remain the 
same or decline.’° If the residual on the $4.2 billion payroll assumption proved 
to be $9.0 billion, the level percentage cost would be 15.30 percent; if the residual 
were to be $8.5 billion, the level cost would be 14.94 percent. 


* The mean age of employees in active service in 1947, as shown in the fourth valuation (taking the mid- 
point of the quinquennial age groups and 17 and 85 as the values of the ‘“‘under 20’ and ‘‘80 and over groups’’), 
was 39.45. Elimination of those who had not completed a year of service would raise the mean to 43.08 

I considered making an approximate valuation as of December 31, 1947, of the service prior to 1948 on 
a single premium basis, but concluded that the “bent’’ formula, limits on prior service, changing insured 
status and forfeitures would necessitate too many qualifications in any short-cut results 
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Under 8. 1347, taking the $9.1 billion figure and the inferences drawn therefrom 
given, the level cost will be met only if the payroll rises to the equivalent. of 
$7.6 billion in perpetuity. I doubt if even the proponents of 8S. 1347 are prepared 
) put forward any such fantastic assumption. I think it equivalent to a theory of 
lation in perpetuity, in which event all social-insurance systems would collapse 
wivway. 

As indicated already, even the 14.13-percent figure is conditioned on a future 
cess value of social-security benefits, payable on the basis of railroad wages of 
ver $1.126 billion over the value of social-security taxes on those wages. I do 
it know how these values were computed, but on the basis of the new start 
der social security the $0.703 billion, initial accrued deficiency, on balance, 
tween the railroad retirement and social-security systems will grow substan- 
ally before the long-run savings begin to materialize. That is to say, unless 

nethod of calculating the “‘social-security differential’? used by the Railroad 
Retirement Board is such as to apportion the negative differential resulting from 
new start under social security to the period before the new start, the railroad 
tirement system will be in balance only on two assumptions: an annual taxable 
vroll, in perpetuity, of $7.6 billion, and continuation, in perpetuity, of the 
present social-security schedules of benefits and taxes, 
~ Perhs aps these assumptions will prove to be conservative; but to adopt a financial 
oliey which can only result in the ultimate collapse of the system, if the assump- 
ms prove extreme, can be characterized only as the extreme of recklessness 

On the basis of the report of the Board, the unfunded liability of the railroad 
etirement system will rise by $99 million in 1951, by a further $89 million in 1952, 

$91 million in 1953, $94 million in 1954, and so on. By the beginning of 1961, if 
ill the assumptions work out, the unfunded liability will have risen to over $10.1 
illion. 

If the payroll equivalent is $4.2 billion instead of $5.2 billion annually, and the 
Le ficienc) proves to be only $8.5 billion, the deficieney at the beginning of 1961 
vould be about $9.7. And if the payroll estimate of $5.2 proves too high, and the 
residual liability is unchanged, and the social-security differential is measured 
currently instead of in perpetuity, the deficiency would be mounting, under 8. 1347 
at a rate of $165 million annually with compound interest, or to $11 billion 10 

ears hence. 

All this elaborate structure is erected on » fortunes of a single industry and 
one which for more than 20 years, with what cece a brief interruption, has been 
in a contracting area of the economy 

If this be security, the chairman of this subcommittee will need to revise all he 
as written on social insurance. 

‘here may be reasons for a pay-as-you-go system for a social-security system 
aving the very broadest coverage. In my opinion there are no such reasons 

with respect to a supplemental system. But there is no reason under any system 
at any time or at any place for a hybrid financial basis. For a hybrid financial 
basis is one which is the result of accident. It will continue to be governed by 
accidental forces; and it can never be defended as being formulated on the basis 
of principle, or prudence, or by the exercise of informed and rational judgment. 

Now, if S. 1347 is enacted, there will some day come a need for additional 
revenue. Inflation may postpone that day if the benefits don’t keep up with the 
inflation. I do not know when the day will come, but it is as certain as I stand 
here that, taking the Retirement Board’s assumptions as correct, the 12}¢ percent 
tax rate will not permanently support the railroad-retirement benefits. Therefore 
on the Board’s assumptions there will be a day when assets in the railroad retire- 
ment account will not meet the current benefit roll. Long before that day Con- 
gress will face a demand for additional financial support. 

As I said in an earlier part of my statement, there is a limit under any employee 
retirement system to the contributions which can successfully be assessed against 
employees. That limit, on the basis of my own experience, I have thought of as 
about 80 percent of the cost for new employees. As of January 1, next, the em- 
ployee contribution under the Railroad Retirement Tax Act will be 79.4 percent 
of the total cost for new employees as shown in the fourth valuation. Eighty per- 
cent of the cost for new entrants, if S. 1347 were to be enacted, would indicate a 

maximum employee contribution of about 7.2 percent. I have no doubt that the 
response of employees to a proposal to raise their railroad retirement taxes even to 

7 percent would be such as to make it permanently impossible. 

It is inconceivable that there will be any change in the 50-50 division of costs 
between employers and employees, and on the basis of the equities established I 
can think of no reason for changing the ratio. Apart from this, the economic situa- 
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applied three tests to each of them. These tests are (1) the increase in bene‘ 
must conform with the high payroll taxes paid by railroad employees and th 
employers; (2) the added benefits must be financed by a method other than 
creasing taxes; and (3) the added benefits and the method of financing them mn 
be such as not to affect the financial soundness of the system. The Board 
found that 8S. 1347 is the only one of these bills which meets all three tests. 

Briefly, this bill accomplishes the following: 

1. It provides, on the whole, substantial increases in retirement benefits. 0 
the average, those now in effect will be increased almost 30 percent. Increas 
in future benefits will be somewhat higher. The increases result from a combina 
tion of several features of the bill, as follows: 

(a) The bill liberalizes the .basic formulas used in computing benefits. 1 
annuity factor—that is, the amount of annuity per year of service—is increas 
to the sum of 2.8 percent of the first $50 of monthly compensation, 2.0 percent 
the next $100, and 1.4 percent of the remainder. Minimum annuities are 
creased to the least of: (1) $4.10 times the number of years of service, (2) $68 
or (3) the monthly compensation. These changes alone would provide increa 
averaging about 144 percent. They would provide an immediate increase in t 
maximum of $144 payable at present to $165 or, if a wife’s annuity is included 
$215. Eventually, higher annuities will be possible. 

b) It adds benefits for wives and dependent husbands of retired employ: 
over age 65, payable when the spouse is also over age 65, or, in the case of a w 
when she has a minor child in her care. These benefits are equal to one-half 
the employee’s annuity, but cannot be more than $50. 

In order for a dependent husband to get a benefit at age 65, he must have be« 
receiving at least one-half of his support from the employee at the time he 
annuity or pension began. In any event, the wife or husband, at the time 
filing the application, must have been married to the employee for at least 3 year 
or must be the parent of the employee’s child. Also, he, or she, must be a memb 
of the same household as the employee, or must be receiving regular contributio 
from the employee. 

This is a very important change because approximately 40 percent of t 
individuals over age 65 now on the retirement rolls have wives over age 65, al 
some have wives under 65 with minor children in their care. 

c) The bill increases, beginning with 1952, the amount of compensation tha 
may be credited toward benefits from the maximum of $300 in any one month 
$400. This change takes account of the growing disparity between railroad wag 
rates and benefits. This provision will, at present, affect about one-half of a 
railroad employees, because that many are earning more than $300 a month. 

d) It allows credit for service after age 65. The present law does not, ev 
though taxes are paid on that service. For several years now, employees hay 
been complaining over this provision. They believe, and I agree with them, tha 
they should not be denied credit for service on which they must pay taxes Ch 
new provision will have little or no effect on employees who have 30 years of servic 
(including service before 1937) by the time they reach age 65, but will be ver 
important for all others. 


e) The bill restores, upon the death of the spouse, any reduction which ha 
been made in an employee’s annuity because of a joint-and-survivor election. At 
present, this reduction is continued even when the wife predeceased the employes 
Employees complain that they should not be required to continue taking thi 
reduction after it is known that the benefit which was intended for the wife w 
never be paid. This provision is of great importance to the 3,000 persons nov 
receiving joint-and-survivor annuities. 


[t provides a special over-all minimum to assure that railroad employees wi 

not receive smaller benefits than they would have received under the Social 5 
curity Act if their railroad service had been covered by that act. This provisio: 
is necessary because otherwise it would be possible for some benefits, usually thos 
based on less than 15 vears of service, to be less than a similar benefit would be 
under the Social Security Act. In view of the higher taxes railroad employe: 
pay, the Board believes that they should not receive less under the Railroad Re 
tirement Act than they would receive had their railroad service been credited 
under the Social Security Act 

2) The bill also provides, on the whole, substantial increases in survivor bene- 
fits. The average increase in monthly benefits to a surviving family will be about 
80 percent for those awarded in the immediate future. The increases are accom 
plished as follows: 

(a) The bill liberalizes the basic formulas used in computing these benefits. At 
present, survivors’ benefits are derived from a figure known as the basic amount. 
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1e bill substitutes for this basic amount a survivor’s insurance annuity. As at 
resent, the computation is based on combined railroad and social security earn- 
gs after 1936: The formula proposed by the biil is 40 percent of the first $100 
average earnings, plus 10 percent of the remainder, plus $1 for each of the 
iployee’s years of service after 1936. A minimum of $20 is established. In 
ises of certain employees now on the retirement rolls who did not have enough 
service after 1936, an alternative method of computation is provided. 
A widow will receive a full survivor’s insurance annuity, except that if she had 
een receiving a wife’s annuity, she may receive no less as a widow than she re- 
ived as a wife. If there is one eligible child, that child will receive a full sur- 
vivor’s insurance annuity. If there is more than one child, each would receive 
two-thirds of the survivor’s insurance annuity and an additional one-third would 

distributed among all the children If there are eligible parents, each one re- 
ceives the full survivor’s insurance annuity. The maximum that may be paid 
to a family is raised to 235 times the survivor’s insurance annuity. This is the 
4zmount that will be paid to a widow and two children. 

When there is no survivor eligible for immediate monthly benefits, a ne 
payment equal to 12 times the survivor’s insurance annuity is payable. If 
monthly benefits are payable immediately, a lump-sum benefit equal to four times 
the survivor’s insurance annuity is payable, and | year after the emplovee’s death 
a further lump-sum may be payable equal to the difference, if any, between eight 
times the survivor’s insurance annuity and the monthly benefits paid during the 

ear. 

Before the 1950 amendments to the Social Security Act, survivor benefit paid 
on the death of railroad employees were superior to the OASIT benefits. This was 
considered proper because of the higher taxes railroad employees pay. Since 
those amendments have been in effect, the situation is reversed. It is the Board’s 
contention that the Railroad Retirement Act benefits should now be raised to a 
level above those paid under social security. Again, the reason being the higher 
tax on railroad employees. 

b) The bill also provides annuities for dependent widowers over age 65 and 
for dependent divorced wives caring for minor children. The amounts are the 
same as those payable to widows. In order for the dependent husband of a 
deceased woman employee to recelve benefits, he must have been receiving at 
least one-half of his support from his wife at the time she died or retired. Simi- 
larly, a divorced wife must have been receiving at least one-half of her support 
from the employee at the time of his death. 

c) It liberalizes the conditions under which annuities may be paid to parents 
and adopted minor children. The provision in the present act which requires 
that a child’s annuity be terminated upon the child’s adoption has been eliminated 
in cases in which the child is adopted by a stepparent, grandparent, aunt, or uncle. 
Also, the provision for withholding benefits from a child over 16 who is not attend- 
ing school is eliminated. A parent may receive benefits if he was receiving 
one-half of his support from the employee, and the requirement that the parent 
must file proof of his dependency within 2 years after the employee’s death is 
removed. 

(d) The bill increases to $400 the maximum amount of compensation that 
may be credited, after 1951, toward the payment of survivor benefits. It also 
increases to $400 the average earnings that may be used in figuring benefits when 
only railroad employment is involved and to $300 when social-security earnings 
are added. 

(3) The special over-all minimum which I discussed previously in connection 
with retirement benefits also applies to survivor benefits. That is, the total 
monthly survivor benefits under the Railroad Retirement Act may be no less 
than those that would be payable under the Social Security Act had the employee’s 
railroad service been credited under the latter Act. 

All of the above provisions will result in new or increased benefits under 
Railroad Retirement Act. There are other important provisions in 5S 
which I would like to discuss briefly. 

The bill imposes a limited restriction against the receipt of retirement benefits 
under both the railroad retirement and social-security systems. This is provided 
for by reducing an employee’s annuity or pension by the amount of any old-age 
benefit to which he may simultaneously be entitled under the Social Security Act 
The annuity, however, may not be reduced below the amount that would be 
payable on the basis of railroad services after 1936 alone. The wife’s or husband’s 
benefit is reduced to one-half of the employee’s reduced annuity or pension. 

The bill also makes important changes in the work clause for retired employees 
Under the present law, a retired employee cannot draw his annuity for any 
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orks in the railroad industry or for the person by wh 


vas last employed before his annuity began. Under this bill, an ann 
under age 75 will also have to give up his annuity for any month in whi 
earns more than $50 in work covered by the Social Se curity Act. But an emy 
inder age 65 who is receiving a disability annuity may earn up to $100 a n 

ich employment. These restrictions against social security employn 
not apply, however, to employment in which the annuitant is engaged 
enactment date 

Ihe bill removes from the application of the law employees who retir 
less than 10 years of railroad service, and, likewise, the survivors of emplo 
who die with less than 10 years of railroad service. The Social Security A 
amended so that the railroad service of such employees is credited as employ: 
under that act. 

The effect of this provision is to limit the applicati n of the law to ca 
employees of the railroad industry. The railroads offer employment to n 
thousands of casual workers who, over the period of their working lives, fa 
acquire as much as 10 years of service. This means that most of the work t 
perform comes within the coverage of the Social Security Act. Up until now 
have not had a great many applications for retirement annuities from people \ 
less than 10 vears of service, but as time goes on, the number will increase grea 
Eventually, the overwhelming majority of the applications we receive for ret 
ment at age 65 or later will be from persons with less than 10 years of servi 
Under the provision of this bill, these people will be turned over to the so 
security system and their railroad service will be considered the same as thoug] 
had originally been performed under the social-security system. Thus, t! 
scattered service credits will be unified under one system. Since the benefits w 
be paid under the Social Security Act, both the computation of the benefits ar 
the work clause under that act will apply. 

To support the higher benefits, the bill provides two additional sources 
revenue. First, the bill raises the tax base under the Railroad Retirement Ta 
Act from $300 to $400 a month. Second, it contains a provision under which 
effect, the Federal Old-Age and Survivors Insurance Trust Fund will reimbur 
the railroad-retirement account to the extent necessary to put the social-securit 
system in the same position in which it would have been except for the separa 
existence of the railroad-retirement svstem. The bill, in substance, declares it 
be the congressional policy that the social-security system shall neither profit 1 
lose from the existence of the separate railroad-retirement system. Because t! 
railroad-retirement system covers an older group and a group which is in oth 
respects a higher-cost segment of the national working population, it has achiev: 
savings to the social-security system by removing that higher cost segment fr 
the coverage of that system. The bill utilizes these savings for increasing benefit 
under the railroad-retirement system without increasing the tax rates for t! 
maintenance thereof 

In the opinion of the majority of the Board, these savings plus the additiona 
revenue to be obtained from the tax base of $400 a month will provide suffici 
additional funds to maintain the railroad-retirement account in a sound financia 
condition 

It appears that there is a difference of about 1 percent between the total ta 
rate and the estimated actuarial level cost of the system as it would be amends 
bv the bill But in the « pinion of the maiority of the Board this does not requir 
an increase in the tax rate to maintain the system on a financially sound basis 
The railroad-retirement system was in a similar position in 1948. During the 
hearings on the bill which was later enacted as Publie Law 744, Fightieth Congress, 
it was shown that the increase in retirement annuities then proposed would result 
in a total cost of a little over 1 percent above the established tax rate. Then, a 
now, the Board concluded that the enactment of the 1948 amendments would not 
impair the financial soundness of the railroad-retirement system. Congress was 
of the same opinion, and the 1948 bill was enacted. Within a very short tim 
thereafter, both the Board and the Congress were vindicated. The latest actuarial 
valuation of the railroad-retirement system showed it to be financially sound 
Moreover, we know now that economic conditions are more favorable today than 
were anticipated in our earlier valuations, and we expect these conditions to 

1uc for some years Favorable conditions in the railroad industry mean, of 


higher railroad pay rolls and more income for the railroad-retirement 


month in whieh he \ 


e Board therefore requests and urges the speedy enactment of the bill 
re is just one more observation [ wish to make in closing. I understand 


i ) 
has been some discussion about the 3 percent interest provided for it 
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Senator Dovetas. We will meet next at 9:30 a.m. on Saturday. 
We intend to work all day Saturday and all day Monday. 

Whereupon, at 5 p. m., the hearing was recessed until 9 a. m 
Saturday, May 12, 1951.) 


") 
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SATURDAY, MAY 12, 1951 


SUBCOMMITTEE ON 
RarLRoAD RetTIREMENT LEGISLATION OF THE 
CoMMITTEE ON LABoR AND PuBLic WELFARE, 
UNITED STATES SENATE, 
Wash ington, D.C. 

The subcommittee met, pursuant to recess, at 9:30 a. m., in the 
old Supreme Court room, the Capitol, Senator Paul H. Douglas, 
chairman of the subcommittee, presiding. 

Present: Senator Douglas. 

Also present: Paul L. Badger, member, professional staff. 

Senator DouGuas. The first witness this morning is Mr. J. Carter 
Fort, general counsel of the Association of American Railroads. 
Mr. Souby, of the Association of American Railroads, and Mr. Monroe, 
of the Association of American Railroads, will also testify today. 


TESTIMONY OF J. CARTER FORT, VICE PRESIDENT AND GENERAL 
COUNSEL OF THE ASSOCIATION OF AMERICAN RAILROADS, 
WASHINGTON, D. C. 


Mr. Forr. Mr. Chairman: 

For the record, I should say that my name is Carter Fort. I ama 
lawyer, with my office in Washington. My residence is also in Wash- 
ington. I appear here for the Association of American Railroads, of 
which I am vice president and general counsel. That association is 
a voluntary organization which includes in its membership almost all 
of the class I railroads of the United States. 

Senator Doucias. With the exception of the Chesapeake & Ohio 
and the railroads affiliated with the C. & O., is that correct? 

Mr. Forr. Not entirely. The Chesapeake & Ohio, if you had to 
figure it in percentage, is about 85 percent a member. 

Senator Dove LAS. Is Pere Marquette a member? 

Mr. Fort. All those roads. They participate in most of the 
activities of the association. 

Senator Dovetas. I do not wish to rub salt in the wound, so to 
speak, but I wanted to find out whether the Robert R. Young group 
of railroads was affiliated. 

Mr. Fort. Have no hesitation about the salt, whatever, I do not 
speak for the C. & O. Railroad in legislative matters. In car service 
matters and most of our other activities, they are participants. 

I was saying that the association includes in its membership almost 
all of the class I railroads of the United States, and a number of rail- 
roads which do not fall within class I. A class I railroad, as you know 
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under the el ification of the Interstate Commerce Commissior 
one with annual operating revenue of $1 million or more. The 
roads which are members of the association operate approximate ly 
percent of the railroad mileage in this country, and their opera 
revenues are approximate LV Q5 percent of the total railroad operat 
revenues 

With your permission, Mr. Chairman, we will present tl! 
witnesses, including myself. The other two will be Mr. Jame 
Soul Vy. who Vill dis Uss Ih some detail certamn comparisons betw 
the recently liberalized social-security system, the Railroad Ret 
ment System, and certain proposals now before your committ: 
changes in the railroad retirement svstem; and Mr. J. Elmer Mon 
who will discuss certain cost features of the present railroad ret 
ment system and of the proposed amendments to that system, p 
ticularly those propos by the so-called nonoperating group 
railroad emplovees and embodied in S. 1347. 

lam neither an actuary nor a pension expert. My testimony v 
deal in large measure with material already in the record and 
the position of the railroads concerning liberalizing amendments 
the svstem 

It seems altogether clear from the testimony of the actuaries wl 
have appeared before this committee, some at the direction of 1 
chairman, that neither S. 1347, the bill brought forward by the nor 
operating group of employees, nor S. 1353, the bill brought forwar 
by the operating group, could be enacted in its present form witho 


iy 
I 


fects upon the railroad-retirement system. Either 


dl tructive ¢ 
these bills, as now drafted, would make a financial wreck of the ra 
road-retirement system, as | understand the testimony of the actuari: 


who have appeared, Howeve r, there appear to be possibilitic s th 


al 
hy De worked out W hich would prov ide increases in 0 


a sound bill mig 
age and retireme annuities and in survivor annuities. There 
now no funds in the railroad-retirement system available for su: 
increases but it might be possible to make the necessary moneys 
available by provision for appropriate adjustments between the social! 
security fund and the railroad-retirement fund, or some form o 
coordination between these systems. 

As I shall show later, Mr. Chairman, we do not think that there is 
information available to your committee at this time, certainly ther 
is not information available to us, from which any reliable judgment 
could be formed as to what could be done in that direction. In othe: 
words, it is a possible field of exploration, so far, and nothing more, as 
| see it 

The railroads are ready to sit down at any time with representativ: 
of the emplovees, and of the Railroad Retirement Board, and with 
members of this committee or its staff, in an effort to explore thes« 
possibilities. We are dealing here with a subject matter of the utmost 
importance to a great many people. It deserves the most careful 
study and the most thoroughgoing consideration. This committe: 
will not, I am sure, permit itself to be rushed into a hasty and heedless 
disposition of the grave and perplexing problems with which it is 
confronted. 

The basic and underlying question which is presented by thes« 
bills is one of far-reaching importance. It is, as it seems to me, 
whether a retirement system or pension system set up under the 
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pices of the Government cai » Maintain | ind financial 


~ In other words, Can uch a governmental : l withstand 
; : ; ' } 
tical pressures which wi yuld inevitably lead its destructi 


| have sta ted our final co! lusion at the outset 
L\ testimony I shall acts mpt LO ce velop tl e rea 
me to that conclusion 
begin again, it may be helpful to refer briefly to the railroad re 
ment system as now 1 force Oe to make some compar'sons be- 


en it and the social-security syst m, as liberalized by the 1950 


endme nts Ag this committee is fe 1 ly informed, he vreal mass oO} 


iplove I's and employees in the country are covered by the SOC ial- 
irity system, but the railroads and their employes are separately 
ited and are covered by the railroad retirement system. 


The railroad retirement system, like the general social-security 


stem, is supported financially by payroll taxes paid eqt rally by em- 
overs and employees. From the first, the payroll tax under the rail- 
ad retirement system has been at a much higher rate than that undet 
social-security system. This is another way of saying that the 
lroad industry makes a much larger tax contribution to the Ssup- 
rt of a retirement system for employees than do other industries 
a similar purpose. The tax at this time under the railroad retire- 
nt system is 12 percent of the taxabl all 6 pere of which 
borne by the employers and 6 percent by the employees—as con- 
rasted with the present tax under the general social-security system 
3 percent of the taxable payroll—1 percent of which is borne by 
employers and 1}, percent by the employees. The railroad retire- 
ment tax will increase to 12 percent of thi taxable es Il effective 
January 1, 1952, and will remain at that rate. TI 
will increase by gradual steps u ntl 1 it finall) reaches 6's percent 
1970, where it will remain. The railroad retirement tax is based 


ipon a Maximum compensation for each emplovee of $300 per month. 


sO>¢ li il-security 


The social-security tax is based upon a maximum wage for each em- 
plovee of $3,600 per year. It will be seen that the railroad retirement 
tax rate is now about four times that of the social-security system 
and will be, when the tax rates under both systems have reached the 
peak, about twice as high. 

The benefits now provided under the railroad retirement system 
are, in general, much more liberal than those provided under the 
social security system, although this is not true as to every form of 
benefit. The railroad retirement system makes provision for a com- 
prehensive scheme of benefits, including old age retirement benefits, 
total and occupational disability retirement benefits, survivors bene- 
fits for wives, children and parents, lump-sum death payments, and 
so-called residual payments which guarantee that an RPCOT SY Se Snes 
claiming under him, will in any event receive not less than he has paid 
as taxes under the railroad retirement system plus an allowance for 
interest. 

Certain of the very important benefits provided by the railroad re- 
tirement system are not provided at all by the social security har pe 
I refer particularly to disability retirement benefits which cost abeut 
2.82 percent of the taxable payroll, or about $140 million per year. 
Maybe I should add that there is no residual payment, either, under 
social security. 
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Moreover, the old age retirement benefits now provided under the 
railroad retirement system are far greater than those provided under 
the recently liberalized social security system. The average month) 
old age benefit now being paid under the railroad retirement system 
is $82.75, while the average being paid under the recently liberalized 
social security system is $43.86. 

Senator DovGtas. That is without regard to payment for wives? 

Mr. Forr. Yes. I will say something about that. 

Under the railroad retirement system, the maximum old-age retire- 
ment benefit is now $144 per month—while the 30-year servic 
limitation is in effeet—but will become $192 with 40 years of servi 
and $216 with 45 vears of service, while the maximum old-age retire- 
ment benefit under the social-sec urity system is now $68.50 and the 
ultimate maximum will be $80. 

There is one form of benefit provided by the amended social-securit; 
system which is not included in the railroad retirement system, and 
that is the so-called old-age spouse benefit, but even when this is 
coupled with the old-age retirement benefit the result is far less liberal 
than the railroad old-age retirement benefit. 

Only in one respect, I think, is the amended social-security systen 
more liberal than the railroad retirement system, and that is wit! 
respect to survivor benefits. 

I have not attempted a comprehensive comparison between th 
benefits under the social-security system and those under the railroad 
retirement svstem—that will be done by Mr. Souby, who will follow 
me—but I believe what I have said is sufficient to serve the present 
purpose and give you some idea of how much more costly the railroad 
retirement system is to the railroads than is the social-security syste 
to employers in other industries, and of how much more liberal : 
the benefits provided by the railroad retirement system than are onic 
under the social-security system. 

Proponents of the several bills now under consideration by your 
committee say that, as a result of the increased cost of living, the 
benefits under the railroad retirement system have become inadequate 
and insufficient to meet the needs of the beneficiaries. It is beyond 
dispute that the beneficiaries are not in as good position as they would 
have been if the cost of living had remained constant, but it should 
not be overlooked that beneficiaries under the railroad retirement 
system are, generally, in a far better position and much less needful 
than the great mass of employees who must rely upon the general 
social-security system. I say this not as indicating that we are opposed 
to increases in benefits under the railroad re etirement system—lI shall 
later make our position on that point clear, I hope—but merely for 
the purpose of placing in proper pe rspective the claims which have 
been made regarding the inadequacy of the benefits provided by the 
railroad retirement system, in the light of the present high cost of 
living. 

If those benefits are inadequate, it follows that the benefits provided 
by the social-security system, liberalized as recently as 1950, are much 
more inadequate. In reply it may be suggested that railroad employ- 
ees pay more taxes than employees in other industries, and this is 
true. But need, arising from increased costs of living, is not closely 
related, or necessarily related at all, to the amount of taxes which 
have been paid. My only purpose here is to point out that those 





RAILROAD RETIREMENT LEGISLATION 475 


who are covered by the railroad retirement system are in a better 
position to meet t the high living costs of this period than are those 
covered by the social-security system. 

Mr. Chairman, I do not think there is any way for people to avoid 
the impact of inflation. The man who has an annuity today which 
he has paid for himself with a private insurance company, of course 

els the pinch, and there is no relief that he can get that 1 know. 
The same thing, of course, is true of the small bondholder. 

At this point, I should perhaps say a few words about the increase 

benefits under the railroad retirement system which have taken 
place since the establishment of that system in 1937. There has been 

stimony at this hearing to the effect that the rate of old-age retire- 

ent benefits has been increased only once, and then by 20 percent, 

as a result of the 1948 amendments. That is a correct statement, but 
i fails to tell the whole story. In 1946 the railroad retirement system 
was greatly liberalized by the addition of occupational disability 
benefits and by the addition of survivor annuities. Again, in 1948, 

was liberalized by a 20 percent increase in old age and disability 
annuities. But that is not all. One of the factors which enters into 
the determination of an old age or disability annuity under the railroad 
retirement system is the amount of compensation of the employee, 
subject to a $300 per month maximum. Thus, when wage levels 
rise, old age and disability benefits rise as the higher wage becomes 
reflected in the employees’ average compensation. Since 1937, the 
average rate of pay of railroad employees has more than doubled; 
it has increased by 150 pe rcent. The average monthly compe nsation 
of a railroad e mploye e in 1937 was $148.37. As of today, it is $351.5 

Old-age retirement benefits, under the railroad retirement system, 
based on 30 years’ service at the present average monthly compen- 
sation per employee, will be some 60 percent higher than those based 
on 30 years of service at the 1937 average monthly compensation, 
without taking into consideration any increase in benefits due to the 
20 percent increase in benefit rates resulting from the 1948 amend- 
ments. It will be understood that the increase in retirement benefits 
reflects only gradually the increase in wage levels, because benefits 
are based upon average compensation over the entire service of a 
railroad employee. Nevertheless, all wage increases of railroad 
employees, up to the maximum taxable compensation of $300 per 
month, will be ultimately reflected fully in increased benefits. In 
addition to wage increases, increased years of service are also re- 
flected in increased benefits under the railroad retirement system. 
At the present time, and for a number of years, in the future, the 
maximum years of service to be used in computing benefits is and will 
be 30. This is because service prior to 1937 cannot be included to 
bring total years of service to more than 30. However, as time goes 
on, the railroad retirement benefits will be based on much longer 
periods of service—40 years or 45 years in many cases—and benefits 
from this feature alone will be greater by 30 percent to 50 percent 
than the maximum now being paid. This is not true under the social 
security system. I am simply trying to make it clear that, without 
amendment of the statute or change in the rates to be used in com- 
puting benefits, railroad retirement benefits will be increased auto- 
matically over the years. 


83931—51 31 
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S. 1347, the bill sponsored by the nonoperating employees, would 
increase by some 14 or 15 percent pensions and old age and disability 
annuities which, as I have shown, are already far greater than thos: 
provided under the social security system; it would increase survivor 
annuities by some 85 percent to a level far above that provided | 
the social security system; it “pte more than double lump-sum 
death payments, and would add a spouse annuity far more liberal 
than that provided by the social security system. Over-all, this bi 
would increase the costs of the benefits by more than 25 percent 
That, Mr. Chairman, is taking into account the so-called offsetting 
savings, which I will mention later. 

In addition, the bill would bring about other very important changes 
in the Railroad Retirement System. 

First, it would increase the tax base and the benefit base from a 
maximum of $300 per month for each employee to a maximum of 
$400 per month. This change, without any increase in the tax rate, 
would increase the payroll taxes which Class I railroads must pay by 
about 13 percent, or in the neighborhood of $33 million per year 
For all railroads, the tax increase would be about $40 million per 
year. It would, of course, increase likewise the taxes to be paid by 
all employees receiving more than $300 per month. 

In the second place, the bill would provide that employees with 
less than 10 years of railroad service should not receive benefits unde: 
the railroad retirement system but, instead, should receive benefits 
under the social security system for their railroad service as well as 
for their service for other industries. In one particular, employees 
with less than 10 years’ service would remain under the railroad 
retirement system. Their survivors would continue to receiv 
residual payments. 

In the third place, the bill would so amend section 5 (k) (2) of th 
railroad retirement act that not later than January 1, 1956, thé 
Railroad Retirement Board and the Federal Security Administrator: 
would make a special joint report to the President to be submitted 
to Congress setting forth “their recommendations for such legislative 
changes as would be necessary to place the Federal Old Age and 
Survivors Insurance Trust Fund (which I have referred to and will 
refer to at times as the social security fund) in the same position in 
which it would have been if service as an (railroad) employee after 
December 31, 1936, had been included in the term ‘employment’ as 
defined in the Social Security Act and in the Federal Insurance Con- 
tributions Act.’ This is the provision of the bill which has been 
repeatedly referred to during the hearings as contemplating an adjust 
ment between the railroad retirement fund and the social security 
fund which would credit to the social security fund all payroll taxes 
which railroad employees would pay or would have paid if they had 
been covered by the social security system and which would credit 
to the railroad retirement fund all benefit payments which railroad 
employees with 10 years or more of service would receive or would 
have received if they were covered by the social security system. 

In calculating or estimating the cost of the bill, S. 1347, the Railroad 
Retirement Board, in its report of April 24, 1951, to Senator Murray, 
proceeded on the theory that the adjustment between the social- 
security fund and the railroad retirement fund had been made or 
provided for by statute, and in this way the Railroad Retirement 
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Board substantially reduced its estimate of the cost of the bill, al- 
though in fact the bill does not effectuate any adjustment between 
the funds or provide for its effectuation, but merely provides for a 
report to Congress which might or might not result in further legis- 
lation. 

{nother important feature of S. 1347 is that which relates to post- 
retirement work and earnings by old-age annuitants. The bill pro- 
vides that no retirement annuity shall be paid to anyone for a month 
during which he earned more than $50, between the ages of 65 and 75. 
This is more drastic than the corresponding provision in the present 
law. It appears from the statement which Mr. Musher submitted 
for the record, in answer to the questions which I asked in my letter 
of April 30, 1951, that substantial savings are anticipated as a result 
of the proposed changes in the post-retirement work provisions. 

Senator Douaias. Mr. Fort, what are the present provisions con- 
cerning reduction or disqualification for benefits after 65 on account of 
earnings out in other occupations? 

Mr. Fort. Mr. Chairman, I think I can give you a general idea, 
| would not want to be held accountable too closely for the details. 

As I understand it, an old-age annuitant now may work and earn 
as much as he wants, except he may not work for his last employer 
before he became an old-age annuitant; and he may not work for a 
carrier under the act. 

Senator Douauas. He can work outside, in another occupation? 

Mr. Fort. He can work outside in another occupation, so long as 
he does not work for his last employer before he became an annuitant, 
or for a carrier. 

Senator Douauas. And receive any earnings? 

Mr. Forr. And receive any earnings. 

Senator Doua.ias. And no reduction in current benefits? 

Mr. Forr. That is the way I understand it. There is a different 
rule as to a disability annuitant under the present law. As I under- 
stand it, a disability annuitant cannot earn more than an average of 
$75 a month for six consecutive months. 

There is still a different rule as to survivor annuitants. Under the 
present law a survivor annuitant cannot earn over $25 a month. 
That is my understanding of it, which may not be exactly accurate. 

In short, S. 1347 increases very substantially the cost of the railroad 
retirement system by greatly increasing the benefits under that sys- 
tem. As against this increase in cost, there is set off in the cost esti- 
mate of the Railroad Retirement Board, a saving said to result from 
the new and more drastic post-retirement work clauses; and there are 
set off, also, savings, if that is the proper word, which it is contem- 
plated or intended will result from adjustments in the social security 
fund and the railroad retirement fund, although the bill does not pro- 
vide for such adjustments. 

Even if it be assumed that these offsets could be realized, the bill 
would still result in an annual net increase in the cost of the railroad 
retirement system equal to 1.62 per cent of the taxable payroll, or 
about $80 million per year. 

Senator Dovueuas. Is that an increase to the railroads, or to the 
railroads and the employees together? 

Mr. Forr. That is to the system, railroads and employees together. 
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1 have been slow in coming to a statement of the railroads’ position 
concerning liberalizing amendments to the Railroad Retirement Act 
because it seemed to me such a statement would be more readily un 
standable after a brief discussion of the railroad retirement system, 
as now in force, and of the social security system, and after some 
reference to certain of the more important provisions of 8. 1347, 
bill sponsored by the nonoperating employees. 

The railroad position with respect to liberalizing amendments to 
Railroad Retirement Act can be stated quite simply: 

(1) We are unalterably opposed to any increase in taxation 
support the railroad retirement system, either directly by an incr 
in the tax 7 or indirectly by an increase in the tax base. 

(2) We believe the railroad retirement system should be maintained 
on a sound financial basis and that the benefits under that syst 
should not be raised to a point where the annual cost of the syst: 
on a level basis through the years, will be in excess of its annual 
revenues. Of course, in figuring the annual cost, Mr. Chairmar 
under that statement, you would include an allowance for the interest 
under the fund. 

(3) If it can be shown that, under present taxes, funds are availa)! 
to increase benefits under the railroad retirement system, or funds 
can be provided for that purpose, by proper adjustment, between the 
social security fund and the railroad retirement fund, or otherwise, 
we ot no objection to an appropriate increase in benefits. 

There should be no increase in benefits on the theory that the 
soameaes moneys will be provided by adjustments between the social 
security fund and the railroad retirement fund, unless at the same time 
there is definite statutory provision for such adjustments. 

[ shall now briefly examine S. 1347, the nonoperating group bill 
in the light of the railroad position which I have just stated. In so 
doing, I shall endeavor to be as objective as possible. As stated 
earlier in the hearing, we do not regard this proceeding as an adver- 
sary one. It seems to us that the interests of the railroads and those 
of their employees, as well as the general public interest, with which 
the committee is primarily concerned, are substantially identical. 

In considering the advisability of additional benefits under the rail- 
road retirement system, the first question is whether there is any 
money now available for the payment of such benefits and, if so, ho 
much? The second question is whether any additional money can 
properly be made available, without raising taxes, and if so, how 
much? The third question does not arise unless the first two, or on 
of them, can be answered in the affirmative. The third question is 
how to distribute any funds available, or which may be made avail- 
able, in additional benefits—which kind or kinds of benefits should be 
increased, and to what extent? 

There seems to be a rather wide difference of opinion between im- 
portant groups of employees on that point. 

When we speak of the financial soundness of the railroad retire 
ment system, we have in mind, of course, that this system was neve 
intended to be fully funded in the sense that it would always have on 
hand sufficient assets to liquidate all existing liabilities and obligations 
if the system suddenly ceased to operate. But we must bear in mind 
also that the theory of the railroad retirement system is that the level 
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cost shall be no greater than the tax revenues, so that the system can 
continue to operate indefinitely. 

Mir. Chairman, when we bear that in mind, I think the point that 
you have mentioned several times during the course of the hearing, 
as to the difference between a private system and a Government 
system, becomes quite clear. The difference is, as you have pointed 
out, that the private system may not get any more business, may be 
forced to close because it does not continue to write business; whereas, 
that would not be true under a mandatory Government system. 
However, judged by the standards of solvency or soundness which we 
have put forward here, the distinction between the Government. sys- 
tem and a private system comes to nothing, because the private 
system must get enough money to continue to operate indefinitely. 
The only difference between the private system and the Government 
system is that the Government system is assured of indefinite opera- 
tion into the future, if it does not fail financially, while that is not 
true of the private system. 

The first feature of S. 1347 which I will discuss is the proposed 
increase of tax base and benefit base from a maximum of $300 com- 
pensation per month for an employee to a maximum of $400 per month. 
This feature is highly objectionable and enough, standing by itself, 
to condemn the bill. 

We have made a study of 10 railroads, employing about 43 percent 
of all railroad employees in the country, in order to determine wha 
effect this increase in tax base would have in the way of increasing the 
payroll taxes of the railroads for the support of the railroad retirement 
system. Mr. Monroe will speak in some detail of that study, but I 
can say now that it indicates that the proposed change in the tax base 
would increase the total of the railroad payroll taxes under the retire- 
ment system by approximately 13 percent, or about $40 million a 
vear for all railroads. Of course, there would be a corresponding 
increase in the taxes paid by those employees receiving more than 
$300 per month. The tax of an employee receiving $350 per month 
would be increased by 16% percent, and that of an employee receiving 
$400 per month or more would be increased by 33% percent. ‘That 
estimate of 13 percent is on the basis of present wages. If wages 
should go up, the percentage of increase in the railroad tax would go 
up, also. 

It will be recalled that our strong objection to the proposed increase 
in the tax base is shared by those employees who would be chiefly 
affected. Mr. Robertson said that the operat ing employees for whom 
he spoke are those who generally receive the higher wages, and there- 
fore are the employees who would be primarily involved in the pay- 
ment of the higher taxes and in the receipt of additional benefits 
resulting from the enlargement of the tax benefit base. He said that 
those employees are opposed to the proposed change. 

So far as the railroads are concerned, they can see no possible 
justification for increasing their retirement payroll taxes, by one 
means or another, when those taxes are already very much higher 
than the corresponding taxes paid by other industries under the 
social security system. I have heretofore pointed out that the rail- 
road tax rate is now 6 percent and will increase to 6% percent on 
January 1, 1952, and then remain level; whereas, the tax rate of other 
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industries under the soc ‘ial security system is only 1% percent and wil] 
not reach the peak of 3% percent until 1970, after which it will remai, 
unchanged. 

Senator Dovatas. Is it not true that the railroads do not have a 
supplementary system which is in addition to social security? 

Mr. For. That is true. 

Senator Dove.as. And therefore, the comparative cost in steel : 
auto and other industries which have private systems superimpo a 
upon social security, is greater than is indicated by the social security 
tax itself, 

Mr. Forr. Yes. I am speaking of the governmental retirement 
system. Of course, these supplemental schemes you speak of 
restricted to certain industries, and are in no sense general. 

Senator Dovcias. But they are becoming pretty widespread. 

Mr. Forr. They are not matters that Congress deals with in either 
the social security scheme or this railroad scheme. 

In the case of the railroads, the tax base is now subject to a maxi- 
mum compensation of $300 per month for an employee. In the case 
of other industries, the tax base is subject to a maximum of $3,600 per 
year. 

In a word, other industries pay only about one-fourth as much tax 
as that paid by the railroads, and even after their tax rates have 
reached the maximum in 1970 they will pay only about one-half 
much. 

Under these circumstances, it seems almost fantastic to suggest an 
increase in the railroad taxes for retirement purposes. In this connec- 
tion, it is interesting to keep in mind that the impact upon the charges 
to the public for railroad services of the payroll taxes which the rail- 
roads pay to support the retirement system is grotesquely out of line 
with the impact upon the prices of the products of other industries of 
their payroll taxes under the social security system. This is due not 
only to the discriminatory tax situation already referred to, but also 
to the fact that in the railroad industry the payroll cost is a much 
larger part of gross revenue than in we case of industry generally 
In 1949, the railroad payroll was 51.5 percent of the total revenue 
which the railroads received for their services. I speak of gross payroll 
in this connection, rather than taxable payroll, because that is the 
only figure | have readily available, and it will serve present purposes. 
For all manufacturing industries the payroll was only 21 percent of 
the sale price of products. Thus, for manufacturing industries on the 
average the payroll tax of 14 percent under social security is only 
about 0.3 percent of the price of the products. In sharp contrast, the 
6 percent payroll tax of the railroads under the retirement system is 
about 3 percent of the price of their services, or about 10 times as 
much as in the case of the manufacturing industries. 

As this committee knows, the railroads are now before the Interstate 
Commerce Commission seeking an increase in their freight rates to 
meet the costs of the recent heavy increases in wage rates and of the 
increased prices for materials and supplies. 

Senator Doua.tas. I wonder if, for the record, we should not inject 
another consideration at this point, namely, on the other half of the 
insurance system for the railways, unemployment insurance and sick- 
ness benefits. As I remember the situation, when the laws were first 
passed, there was a 3 percent tax for unemployment. 


i 
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Mr. Fort. That is correct. 

Senator Dovatas. In the process of time, it was found that the 
liabilities on the fund were less than originally contemplated. I 
believe in 1948 an amendment was introduced providing a sliding 
scale of rates according to the balance left in the fund. 

Mr. Fort. Yes. I had considerable to do with that. 

Senator Dovetas. With the rate one-half percent if the balance in 
the fund was in excess of $450 million. What is the current rate of 
assessment? Is it one-half of 1 percent? 

Mr. Forr. I think it is the minimum still. 

Senator Dovauas. Yes. 

What I am trying to say is that while the retirement and survivors 
system for the railways has turned out to be more costly than was 
originally believed, the unemployment system, even with sickness 
added, has turned out to be less costly. 

Mr. Forr. I think, Mr. Chairman, not less costly. 

Senator Dovetas. Than was originally believed. 

Mr. Fort. Less costly than could have been carried by the original 
rate. I do not know what people believed. But not less costly for 
the railroads than for other industries. 

Senator Dovua.as. It has been some years since I made the com- 
putation, but the rough computations { made indicated that even 
with the experience ratings of the various States and the refunds which 
were given to employers with low rates of unemployment, probably 
the net contribution by employers was not far from 1% percent in 
other lines. 

Mr. Fort. What happened, Mr. Chairman, is this: For a number 
of years we overpaid. We paid 3 percent while others were paying 
much less, maybe 1%. In that way, we got a balance of credit by 
our overpayments that in other industries had not been brought about 
because they had not been making overpayments, because they had 
been adjusting as they went along. So at the moment, we are living 
on the fat or partly on the fat resulting from those excessive payments 
while we were paying 3 percent. 

The fact is that the benefits under our unemployment system are 
more liberal than the average of the States, and I think as liberal as 
almost any one. 

We had no advantage over other people. At the moment we are 
having a temporary advantage, as I say, by what amounts, in effect, 
to a readjustment of the excessive rates we were paying in the past. 

Senator Dove.ias. There are rays of sunshine, let us say. The 
skies are not completely leaden, are they? 

Mr. Forr. I do not think so. I would hate to think so. Some- 
times we think there is quite a little lead here and there, though. 

I get to a little lead right now, Mr. Chairman. 

Senator Dove.as. I saw this paragraph coming, and so I thought 
I would inject a little on the brighter side. 

Mr. Fort. The financial situation of the railroads is very unsatis- 
factory at this time, and has been unsatisfactory throughout the post- 
war period, despite the relatively high levels of traffic which have pre- 
vailed. During the five postwar years 1946-50, the annual rate of 
return earned by class I railroads on their depreciated investment was 
only 3.5 percent on the average. And this unsatisfactory condition 
is not a recent development. The railroads have been low earners 
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for a very long time. Their average return on depreciated invest- 
ment for the 30- year period, 1921-50, was only 3.64 percent. Othe. 
industries have been much more fortunate. During the postwar years 
1946-50, according to the figures published by the National C ity Bar k 
of New York, manufac turing industries on an average have earned : 
annual return of 15.7 percent on their net assets. On the same basi S 
and for the same period, the railroads have earned an annual return 
of only about 4 percent. 

You will notice that 4 percent there as against the 3.5 percent up 
above. That is because they are calculated on a different basis, th, 
National City Bank figure being calculated on what they call 
assets, whereas this other calculation is on depreciated investment 

Mr. Chairman, I do not want to get away from the subject matter 
directly before you, but when you speak of the financial condition of 
the railroads, there are some very interesting aspects of it. In war 
or preparation for war, the volume of traffic increases tremendous 
with the activity of the country, so we are able to carry on our business 
on a much lower level of rates, considering our wage and material 
costs, than otherwise would be possible. So what happens is that we 
go on through the big years, the war years, on a certain level of rates 
with that tremendous volume of traffic, and then when traffic goes 
down, when the war is over and the activity is lessened, our costs do 
not go down in any like the same proportion, and we are under thi 
obligation of making a tremendous increase in rates, just at a time 
when an increase in rates is a very unwelcome thing because business 
is going off, in order that we may live. 

That happened in the First World War when, after the war, you 
remember, the railroad rates were put up 30 to 40 percent. It hap- 
pened after the Second World War, when traffic went off and costs 
still continued to go up. We have had an increase in rates of some 
57 percent after the Second World War. 

Now we are getting into the same thing all over again. We are in 
a so-called emergency period now, with an abnormal volume of traffic 
which will enable us to keep our rates at a lower level than we other 
wise could, for the time being. When we have the following slack 
period, we again are going to have the situation where the railroads 
will be in desperate shape, in the absence of a very large increase in 
rates. 

I do not intend to take up the committee’s time discussing the 
railroad financial situation, which will be dealt with by Mr. Monroe 
What I have said is enough, I think, to show how wholly unwarranted 
would be an increase in the railroad payroll taxes to support the 
railroad retirement system by enlarging the tax base from a maximum 
of $300 per month to $400. In this connection, I have already shown 
that the maximum wage used as the tax base under the social-security 
system is $3,600 per year. If the proposed $400 per month maximum 
should be established in the railroad industry, the result would be an 
annual maximum of $4,800. 

Before leaving the subject of the proposed change in the tax base, 
there is another point I would like to make. It would be difficult to 
conjure up any proposal to amend the Railroad Retirement Act which 
would fail more completely than the tax-base proposal to serve the 
avowed purpose of amendments to the act at this time, or which would 
place a heavier burden on the railroads to obtain a smaller benefit, if 
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any, to the employees. You will recall that the reason which has 
been advanced for amendments at this time is that we are in a period 
of high living costs, and therefore annuities are now inadequate. But 
the change in the tax base from $300 to $400 per month, although it 
would cost the railroads some $40 million a year, and cost certain 
employees an equal amount, would have no significant effect on 
benefits at this time or for a very considerable number of years in the 
future. If the change were made effective the Ist of next January, 
and a man with 30 years of service and a salary of $400 per month 
should retire a year later, he would have paid $6.25 extra retirement 
tax for each of 12 months, and his annuity upon retirement would 
be increased only by $1.40 per month. It woud be more than 4 
years after his retirement and more than 6 years from now before he 
would get his tax money back in increased benefits. Obviously, such 
a proposal carries no promise of relief from existing conditions of 
high living cost. Indeed, the effect would be quite the opposite. The 
effect would be to increase the tax burden of the employee during this 
period of high living cost and leave him with less to meet his expenses. 

it will be remembered also that many years from now, when the 
increased tax base begins to be reflected significantly in additional 
benefits, those additional benefits would go—not to those employes 
with relatively low annuities and relatively greater need, but, instead, 
to those employes with relatively high annuities. Again, it will be 
remembered that, as Mr. Robertson stated so positively, those em 
ployes do not want the tax base increased and their tax increased 
accordingly. 

It may be doubted, I think, whether any considerable number of 
railroad employes, whether they fall in the relatively high-paid groups 
or in the relatively low-paid groups, would like to see the tax base 
increased. Mr. Clarence B. Carter, national secretary, Railroad 
Pension Conference, said at this hearing he had taked to “any number 
of workers”’ about this proposal and that “most” of them “sharply 
disagree”’ with it (Tr. 478 

Mr. Murray W. Latimer, of whom I shall speak again later, may 
properly be called, I suppose, the father of the railroad retirement 
system. He was the promoter of the system, the architect of its 
structure, and for many years its chief administrator. On page 27 
of the prepared statement submitted by him at this hearing it was 
pointed out it would be ‘extremely unwise to contemplate any in- 
crease in the railroad taxes.”’ 

I do not mean to give undue time to that one feature of the bill, 
Mr. Chairman, but we do regard it as of the greatest importance. 

[ come now to a consideration of the effect of S. 1347 and S. 1353 
upon the financial soundness of the railroad retirement system. In 
all quarters, with the exception, perhaps, of Mr. Stack and his asso- 
ciates, who did not appear adverse to a governmental subsidy, there 
is complete agreement in the behalf that the financial soundness of 
the railroad retirement system must be protected at all hazards in 
order to avoid disaster. Mr. Leighty, Mr. Robertson, the Railroad 
Retirement Board, Mr. Latimer, and all of the actuaries who appeared, 
found common ground here. 

As a first step in considering the effect of the increased cost pro- 
posed in these bills, it would seem logical to examine into the situation 
under existing law in order to ascertain whether there is now any excess 
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of income over level cost which could be used to absorb the greate: 
cost proposed by the bills. 

While he was on the stand on May 1, Mr. Joseph Musher, Chief 
Actuary, Railroad Retirement Board, submitted two tables which 
purported to show, respectively, the cost of the present system assum- 
ing a taxable payroll of $4.6 billion, and the cost assuming a payroll! 
of $5.2 billion. The economist for the Board had estimated $4. 
billion as the minimum level payroll to be anticipated, and $5.2 billion 
as the maximum. ‘The net cost of the present system shown on table 
1, assuming the smaller payroll, is 12.80 percent of the payroll, and 
the net cost of the system shown on table 2, assuming the larger 
payroll, is 12.18 percent. 

Mr. Musher said, as I recall it, that it was not entirely realistic to 
use either of these payrolls, the maximum anticipated or the minimum, 
but that a figure midway between the two should be used. In any 
event, in my letter of April 30, 1951, to the chairman, I requested 
that the chairman direct the Board’s actuary to submit an estimate 
of the cost of the system as now in force. In response to my letter, 
Mr. Matscheck, Director of Research of the Railroad Retirement 
Board, addressed a letter to the chairman, under date of May 5, 1951, 
which was made a part of the record, and which I assume is before 
the chairman now. On page 2 of Mr. Matscheck’s letter is a table, 
numbered table 1, which sets forth the net cost of the present system 
as 12.6 percent of the taxable payroll. The payroll tax, as the com- 
mittee will recall, is 12.5 percent of the taxable payroll. This table 
is based upon a taxable payroll of $4.9 billion, which is stated in Mr. 
Matscheck’s letter as in “accordance with our latest thinking on 
payrolls.” 

That $4.9 billion, vou see, Mr. Chairman, is midway between the 
minimum of $4.6 billion and the maximum of $5.2 billion. 

Mr. Matscheck and Mr. Musher have stated to us that this payroll 
of $4.9 billion takes into account the wage-rate increases to date, 
including the increases to the operating employees which are antici- 
pated but not yet in effect. The table reflects, of course, the $300 
per month tax base provided by the existing law. 

If, as shown on the table in Mr. Matscheck’s letter of May 5, 1951, 
the net cost of the present system is 12.6 percent of the payroll, or 
0.1 percent greater than the taxes to support the system, then mani- 
festly nothing more is needed to demonstrate that there is no money 
available for the increased costs which would result from S. 1347 and 
S. 1353, or any other proposed amendment. 

During the course of the hearings, a number of actuaries appeared 
in addition to Mr. Musher, including Mr. Robert D. Holran, a member 
of the Actuarial Advisory Committee, Railroad Retirement Board 
(nominated by the carriers); Mr. Donald M. Overholser, associate of 
George D. Buck, member, Actuarial Advisory Committee (nominated 
by the employees); Mr. Murray W. Latimer, the Chairman of the 
Railroad Retirement Board for many years; and Mr. Dorrance C. 
Bronson, Actuary for the Operating Brotherhoods. 

No one of these witnesses, with the exception I shall speak of in a 
moment, even suggested that Mr. Musher’s estimate of the cost of 
the present system was too high or that there was $1 of margin avail- 
able under the present system for the payment of additional benefits. 
I obtained the impression that these gentlemen, with the exception, 
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perhaps, of Mr. Bronson, thought that Mr. Musher’s estimate of the 
present cost was on the low side. In any event, Mr. Bronson was 
the only actuary to suggest that any reduction could be made in the 
cost estimate. His suggestion was that the estimate ‘‘might well be’’ 
reduced by 0.46 percent of the payroll because it failed to give enough 
weight to the fact that there has been a shift of earnings into the 
higher brackets of the taxable compensation. It is not necessary to 
inquire into the merits of this contention at this time, because the 
claimed saving of 0.46 percent of the taxable payroll is a mere fraction 
of the additional cost of either S. 1347 or S. 1353. However, I would 
like to suggest, if 1 may, that the chairman may wish to recall Mr. 
Matscheck or Mr. Musher in order to obtain their views as to the 
possibility of the 0.46-percent saving mentioned by Mr. Bronson. 

Senator Dovatas. I shall do that. 

Mr. Forr. Thank vou, sir. 

Let us consider now the cost of S. 1347 and the effect of the passage 
of that bill on the financial soundness of the railroad retirement 
system. The net cost of the bill, as set forth in the report of April 24, 
1951, of the majority of the Railroad Retirement Board to Senator 
Murray, is 14.13 percent of the taxable payroll. This takes into ac- 
count the $400 per month tax base provided by 5. 1347 and assumes 
a payroll of $5.2 billion. 

There is a table right at the end of the report that shows that cost. 

Senator Dovatas. I have it. 

Mr. Forr. A little later [ want to come back to that table, but I 
don’t think I should interrupt what I am saying now for that purpose. 

In table No. 3, submitted by Mr. Musher, who appeared as a witness 
on May 1, there was a slight change made in the estimate and the net 
cost was shown as 14.12 percent. This is the same figure which was 
shown in Mr. Matscheck’s letter of May 5, 1951, to Senator Douglas, 
that letter being in response to questions set forth in my letter to the 
Senator of April 30, 1951. This net cost of S. 1347 took into account 
not only the increased benefits provided by the bill but also certain 
assumed set-offs, which I have already referred to. One set-off repre- 
sented alleged savings to be obtained by changing the postretirement 
work clauses of the present law and the other alleged saving was 
assumed to be obtainable by making certain adjustments between 
the social-security fund and the railroad retirement fund and eliminat- 
ing emplovees with less than 10 years railroad service from benefits 
under the railroad retirement system. 

I shall later have something to say about these set-offs. Already 
IT have pointed out that although the cost of the estimate is based on 
the transfer of funds between the two accounts, the bill does not 
provide for such a transfer but merely for a study in that connection. 

For present purposes, however, I shall assume the validity of the 
claimed offsets and of the estimated cost of 14.12 percent of the 
payroll, or 1.62 percent more than the tax revenue. This increase in 
cost would be enough to wreck the railroad retirement system 

On May 2, Mr. Musher, upon the suggestion of the chairman, 
introduced a table in the record headed ‘Illustrative projections of 
taxes and disbursements and progress of reserve under S. 1347 ex- 
cluding and including adjustments with the old-age and survivors 
insurance fund.” From this table it will be seen that, assuming all 
claimed offsetting savings, the reserve would be exhausted shortly 
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after 1995. Mr. Musher, since his appearance on the stand, has 
advised me that at the time the reserve fund would become exhausted 
the railroad retirement system would have a liability of $16.2 billion. 
He also testified that to continue the system after the reserve became 
exhausted would require a payroll tax in the neighborhood of 20 
percent of the payroll. Of course, such a tax would be impossible 
and the system would fail. The record shows that the value of benefits 
under the railroad retirement system to a new entrant is about 7.8 
of the taxable payroll. All employees would be new entrants in 1995. 
Why should they pay 10 percent of the payroll as taxes when the 
value of the benefits they would receive would be only 7.8 percent? 

The railroads would pay an additional tax of 10 percent of the payroll. 
We would be presented with the amazing pie ture of a 20-percent tax 
producing benefits with a value of only 7.8 percent of the payroll. 
The balance of the tax, or three-fifths of the total tax, would be 
required to take care of the liability resulting from excessive benefits 
which would have been paid in the past. 

Mr. Chairman, if S. 1347 would result in benefits which are excessive 
as compared with the tax, as we think it would, then it would pile 
up woe and misery for the people who follow until finally the railroad 
retirement system would fall in a heap. 

If the alleged offsets, taken into account in reaching the net cost 
of 14.12 percent for S. 1347, for some of which there is no provision 
in the bill, had not been taken into account in Mr. Musher’s projec- 
tion, the reserve fund would be exhausted long before 1995. 

Not a single actuary appeared as a witness who claimed that S. 
i347 would result in a sound financial retirement system. Both Mr. 
Holran and Mr. Overholser said that Mr. Musher’s estimate of 14.12 


percent of the payroll as the cost of S. 1347, even making allowance 
for the so called set-offs, was on the ‘low side.” 
Mr. Holran said, on pages 322-323 of the record: 


I think Mr. Musher indicated that they were to be taken in any event as 
pretty nearly minimum estimates, without any appreciable intentional margin of 
safety. That is, you might say it was at the low end of the range of plausible 
estimates, and that it would be very unlikely, in my opinion, that the costs would 
be less and quite likely that the costs would be somewhat more. 

Mr. Overholser said that the plan embodied in 8. 1347 “would go 
on the rocks. That is definite’ (Tr. 358). He said further if he 
were a member of the railroad unions he would be “scared about this 
plan.”’” Again, Mr. Overholser said (Tr. 365-366): 

There is not enough money coming in now to pay the benefits under this new 
bill. I think I am safe in saying that. And I am allowing a very great margin 
for error in that assumption. There are times when you can be a little dogmatic. 

Mr. Overholser’s testimony is replete with statements of similar 
import. I have already directed attention to the fact that Mr. 
Overholser is an associate of Mr. Buck, the member of the Actuarial 
Advisory Committee, nominated by the railroad employees. 

Mr. Holran pointed out that if S. 1347 should become the law the 
unfunded liability of the railroad retirement fund—the railroad retire- 
ment system, that means—would be increased in the neighborhood 
of $1.5 billion and would become about $9 billion. In this connection 
he called attention to the unanimous admonition of the Actuarial 
Advisory Committee, including Mr. Russell Reagh, the United States 
Treasury actuary, against any further increase of the unfunded 
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liability. That admonition was contained in their report of December 
23, 1949. 

It will be recalled, Mr. Chairman, that that Actuarial Advisory 
Committee is a committee provided for by the statute. It is a com- 
nittee with official standing. 

In response to a question from the chairman as to whether S. 1347 
would put too severe a strain on the solvency of the system, Mr. 
Holran answered, “Yes, sir.” 

Mr. Murray W. Latimer, in his prepared statement, which appears 
in this record, on page 27, stated that under 5. 1347: 
either the railroad retirement system will collapse or there will be a Government 
subsidy. A Government subsidy is preferable to collapse 3ut it is surely the 
height of folly to drift into the path of Government subsidy without intention, 
through the back door, and under the mistaken impression that the path being 
taken leads elsewhere. 

Again, Mr. Latimer characterized the bill, from the standpoint of 
financial soundness “‘as the extreme of recklessness” (p. 26). From 
a reading of that part of Mr. Latimer’s prepared statement under the 
heading ‘“‘Reckless financing,” beginning on page 19, it seems obvious 
that Mr. Latimer believes that the assumed payroll of $5.2 billion is 
too high. I shall discuss payrolls later. The point I mean to make 
now is that Mr. Latimer said, on page 25 of his statement, that S. 1347 
would be sound financially, even assuming the claimed offsets, only 
if the payroll “rises to the equivalent of $7.6 billion in perpetuity.”’ 
He characterized such a payroll as a “fantastic assumption.” 

Mr. Chairman, I think that brings into very strong relief and into 
sharp focus what a collapse of the system really means and what a 
cost increase of this kind really means, an increase which would require 
such a payroll as that mentioned by Mr. Latimer, or, in the absence 
of such a payroll, would result in building up deficits through the 
years. 

Mr. Latimer’s entire treatment of the financial situation which 
would be brought about by S. 1347 is worth the most careful study and 
consideration. It bristles with warnings and danger signals. 

From what I have said it would seem to me beyond any possibility 
of dispute that S. 1347 would set up a retirement system which would 
inevitably collapse because of its financial unsoundness. Let us 
examine for a moment what is said on the other side of the question. 
In its report of April 24 to Senator Murray, the majority of the 
Railroad Retirement Board conceded that “there is a difference of 
about 1% percent between the total tax rate and the estimated 
actuary level cost of the system as it would be amended by the bill.”’ 
But the majority stated that in its opinion “this does not require an 
increase in the tax rate to maintain the system on a financially sound 
basis,” and continued—and here is the philosophy: 

The railroad retirement system was in a similar position in 1946. 


Senator Dovua.ias. 1948? 

Mr. Forr. No, that is a correct copy of what they say. 

But in the Board’s opinion this does not require an increase in the tax rate to 
maintain the system on a financially sound basis. The railroad retirement system 
was in a similar position in 1946. 


Senator Doveias. My copy says ‘1948.” 
Mr. Scureiper. 1948 is the correct date. 
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Mr. Forr. [t makes no difference from the point of view of what 
I intended to say 

Senator DouaG.as. I was merely trying to get the fact straight. 
Will you continue? 

Mr. Fort (reading): 

The railroad retirement system was in a similar position in 1948. During the 
hearings on the bill which was later enacted as Public Law 744, Eightieth Con 


gress, it was shown that the increase in retirement annuities then proposed 
would result in a total cost of a little over 1 percent above the established tax 
rate. Then, as now, the Board concluded that the enactment of the 1948 amend 


ments woul ld not impair the financial soundness of the railroad retirement system, 
Congress was of the same opinion, and the 1948 bill was enacted. Within a 
very short time thereafter, both the Board and the Congress were vindicated 
The latest actuarial valuation of the railroad retirement system showed it to be 
financially sound. 


Representatives of the nonoperating employees took very much the 
same position and Mr. nes actuary for the operating employees, 


assumed a “1 percent tolerance.’”’ The thought seems to be that since 
the actuarial estimates cannot va made with precision, they are likely 
to be 1 or 1% percent out one way or the other. If this be true cer- 


tainly it affords no justification for ies benefits which are 1! percent 
higher than the estimated cost. Theoretically, the estimated cost is 
as likely to be 1 or 115 percent too low as it is to be too high by the same 
figures. Certainly, if the alleged uncertainties exist, prudence de 
mands that it be assumed that the estimates are too low rather than 
too high. As a matter of fact, moving away from theory to the facts 
of this particular case, there is every reason to believe that the estimate 
of 14.12 percent as the net cost of S. 1347 is too low rather than too 
high. 

As I have pointed out, both Mr. Holran and Mr. Overholser regard 
the estimate as on the low side. Mr. Holran said (tr. 323) 

* * * it would be very unlikely, in my opinion, that the costs would be less 
and quite likely that the costs would be somewhat more. 

Is there any margin in a statement of that kind, Mr. Chairman, for 
a tolerance allowance of 1 percent or 1% percent? 

Mr. Musher stated, in answer to a question from the chairman, that 
in the estimates there was no purpose to allow a 1-percent tolerance, 
or any other tolerance. His estimates were designed he said, to be as 
accurate as possible ‘‘to the hundredth percent”’ (tr. 501-502). 

It is clear from the report of the majority of the Board and from 
the testimony in this case that the proponents of the 1-percent or 
1-percent tolerance rely wholly on the experience in connection with 
the 1948 amendments when, it is claimed, the costs, according to 
the estimates, exceeded the tax revenue by about 1 percent but that 
subsequent experience showed that the system actually came into 
balance. However, the record here leaves no doubt that the 1948 
experience, to which reference is made, has no possible applicability 
to the present situation. 

Mr. Musher pointed out that the estimates of cost in connection 
with the 1948 amendments were based on the use of a very conservative 
payroll of $3.5 billion, although the actuaries estimated at that time 
a range for the payroll of between $3.75 billion and $4.25 billion. 

He said that the situation is wholly different with respect to the 
present estimates. I quote from his testimony at transcript 189. 
This is the crux of the matter, I think, Mr. Chairman: 
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The kind of margin, shail we say, that was available in the cost estimates for 
he third valuation, in being able to supply, if you wish, the retirement-benefit 
nerease of 20 percent in the 1948 amendments, is no longer present in connection 
vith the present amendments, because, in accordance with the best judgment of 
the Board’s economists, we are not working now with any margin in the payroll. 

There I think you have the 1-percent tolerance completely disposed 
of. You probably should use 1 percent the other way. 

It will be recalled that the payroll used in the estimate of 14.12 
percent for S. 1347 was the upper limit of a range between $4.6 billion 
and $5.2 billion estimated by the economist for the Board. You can 
see how different the payroll treatments were in those two estimates. 

Senator Doucuas. Mr. Fort, I can see that this question of payroll 
is going to be an extremely important one. I have before me a four- 
page sheet issued by the Interstate Commerce Commission, monthly I 
believe, but this is the yearly report for the 12 months ended December 
31, 1950, which shows total compensation, not taxable payroll but 
total compensation, for the year 1950, excluding switching and termi- 
nal companies, of just under 4.6 billions of dollars, and including 
switching and terminal companies, just under 4.8 billions of dollars. 

I would like to have submitted for the record the last monthly figure, 
and I would think also that the Retirement Board must have its 
statistics of collections and the taxable base; so that | hope we can 
get an agreed statement as to what the taxable base is at the present 
time. 

Mr. Forr. I think that would be helpful. 

Mr. Squire. We will. 

(The material referred to was previously submitted in testimony 
of May 1. See contents.) 

Mr. Fort. In connection with the so-called 1-percent tolerance 
theory which would seem to be so lacking in merit as to fall of its own 
weight, I wish to call attention to the following testimony of Mr. 
Latimer on page 24 of his prepared statement: 


It is wholly misleading to say this kind of financing 


and he is speaking of the financing in this bill, S. 1347 


is ‘‘sound”’ on the principles underlying the 1946 amendments. 8. 1347 returns 
the railroad retirement system (if it is not there now) to the situation which 
existed before the 1946 amendments. That situation was not intended to exist, 
and the 1946 amendments has as one major purpose its correction. Even if it 
were sound deliberately to return the railroad retirement system to deficit fi- 
nancing, surely it is wrong to recommend that Congress do this on the assurance 
that in so doing past actions and past principles are being maintained. 

So much for the 1-percent tolerance. 

Up to this point, in considering the question of the financial sound- 
ness of S. 1347, I have assumed a net payroll cost of 14.12 percent. 
As I have already explained, this involves certain offsets against the 
increased benefits, one of which is an alleged saving to be obtained by 
changing the postretirement work clause, and the other of which is an 
alleged saving to the railroad retirement fund to be brought about by 
making certain transfers between the railroad retirement fund and the 
social-security fund for the purpose of placing the social-security fund 
in the same position in which it would be if railroad employees had 
been subject to social security and not covered by a separate system, 
and by eliminating employees with less than 10 years of railroad 
service from benefits under the Railroad Retirement Act. 
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Mr. Matscheck’s letter of May 5 to Senator Douglas, which is 
part of the record, answering certain questions in my letter of April 31 
stated that these savings total 2.96 percent, of which 2.02 percent 
due to the transfer of moneys between the funds and the less-than-1( 
year-service-man feature, and 0.94 percent to the change in post 
retirement work clause provisions. 

It is readily apparent, therefore, that in the absence of the featu 
having to do with transfers between the railroad retirement fund an 
the social security fund and the feature having to do with employees 
with less than years service—and as I understand it, they are bot! 
incorporated in this figure of 14.12 percent of payroll, the cost of 
S. 1347 would be not 14.12 percent of the taxable payroll, but 16.14 
percent. In view of what I have already said about the disastrous 
effect which the cost of the 14.12 percent would have upon the sound 
ness of the system, it is unnecessary to labor the point that a cost o! 
16.14 percent would bring disaster in a much shorter period of tim: 

Again, in this connection, I should point out that although the bil! 
makes no provision for the transfer of funds, nevertheless the cost 
estimate anticipates there will be such a transfer and takes into account 
resulting savings. I think when anyone attempts to anticipate what 
Congress is going to do 5 years from now, he takes a good deal upor 
himself. It is sometimes hard to anticipate what Congress will do 
tomorrow. 

Senator Dovaetas. We are subject to human unpredictability. 

Mr. Forr. Assuredly, this could have no rational basis. 

Coming for a moment to 8. 1353, the bill sponsored by the operatin; 
employees, I call attention to the fact that the net cost of that bill, as 
shown in table 1 introduced by Mr. Musher on May 1, is 16.14 per- 
cent—that is just a coincidence—of the payroll, based on a payroll of 
$4.6 billion, and 15.30 percent of the payroll as shown on table 2 
introduced by Mr. Musher on the same date, based on a $5.2 billior 
payroll. Thus, it appears that 5S. 1353, in its present form, would 
result in level costs from 2.8 percent to 3.64 percent of the payrol! 
higher than the tax revenues. 

Mr. O’Brien, speaking for the operating group, stated toward the 
end of the hearing that if funds were not available to pay the full 
amount of the benefits provided by S. 1353, it would, of course, bi 
necessary to reduce the benefits provided in the bill so they would 
fall within the possibilities of a sound system. He suggested that the 
retirement benefits might be increased by 16% percent instead of 
25 percent, as provided in the bill, and other benefits might be left 
unchanged, thus producing an over-all increase in benefits of about 
14 percent at a cost of 1% percent of the payroll. 

In assuming the availability of 1% percent of the payroll, the 
witnesses for the operating group took for granted the 1 percent toler 
ance to which I have already addressed myself and which I have shown 
has no possible warrant. They also assumed a payroll of $5.2 billion, 
with a maximum tax base of $300 per month rather than the payroll 
of $4.9 billion which the Railroad Retirement Board economists and 
actuaries believe to be the proper one. By assuming the $5.2 billion 
payroll, a cost of 12.18 percent was obtained for the present system 
rather than a cost of 12.60 percent which the Railroad Retirement 
Board actuaries regard as the correct one. This made it appear 
that there was 0.42 percent of the payroll available in the present 
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system, which in fact is not available. The other 0.46 percent of the 
pay roll going to make up the total of 1% percent, assumed as available 
fol additional benefits was the saving which Mr. Bronson thought 
could be estimated because of the change i in what I believe he called 
wage patterns. What I have said is sufficient to show that S. 1353, 
~~ in its original form or with the benefits revised as suggested by 
. O’Brien, would seriously endanger the solvency of the railroad 
retirement system. 

Before concluding my statement on the cost feature, I would like to 
make a few comments on the subject of future payrolls. It goes 
without saying that no one can estimate the future railroad payrolls 
with certainty or precision. The record indicates very strongly, 
however, that the payrolls estimated by the Railroad Retirement 
Board’s economist, and the actuaries, Mr. Matscheck and Mr. Musher, 
are at least high enough and probably too high. We know that the 
taxable payroll for 1950 was approximately $4.7 billion. We know 
that we are in a period of very heavy traffic due to abnormal war 
conditions and a period of inflation and high wages due to the same 
cause. We know that, as pointed out in detail by Mr. Latimer, the 
transportation industry is not keeping pace with the e xpansion of the 
economy generally and the railroad industry is not keeping pace with 
the expansion in the transportation industry. In this connection I 
wish to point out that the railroads’ proportion of the total freight and 
passenger traffic of the country is declining. In 1926 the railroads 
handled 77.2 percent of the ton-miles of commercial intercity freight 
traffic. By 1949 this percentage had dropped to 61.5 percent. As to 
passenger traffic, in 1926 the railroads carried 75.7 percent of the total 
whereas in 1949 they carried only 54.2 percent. It should be under- 
stood that the passenger figures I have mentioned do not make any 
allowance for the enormous diversion of railroad traffic to private 
automobiles. 

We know that there has been and probably will continue to be a 
constant improvement in the productivity of the railroad industry 
measured by traffic units per man-hour. In 1921 traffic units handled 
per nonoperating employee man-hour averaged 121 and in 1950 that 
average had increased to 348. One would have to be optimistic 
indeed to imagine that the number of railroad employees over the 
future years will remain at the high levels of today. 

However, even if it be assumed that over the level future the number 
of railroad employees will remain as high as it now is, that is to say, 
1,466,000—that is not only class I railroads, Mr. Chairman, but all 
railroads subject to the law. 

Mr. Letenry. That 4.7 billion is the railroad payroll, the taxable 
payroll on the railroads alone? Or does that include the express and 
pullman companies? 

Mr. Forr. As I understand it, it includes all. 

Mr. Monrok. It includes all employees subject to the act. 

Mr. Forr. I am getting to a point that is quite important now, | 
think, and I will read that sentence over again. 

However, even if it be assumed that over the level future the number 
of railroad employees will remain as high as it now is, that is to say, 
1,466,000, the maximum taxable payroll that could be reached would 
be $5.3 billion if all employees should have earnings of $300 or more 
every month; because we are dealing here with taxable payroll. So 

83931—51——-32 
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you see when you get up to 5.2 or 4.9, you are getting pretty ne; 
up to the ce ‘iling. 

Of course we know that at the present time, even with the r 
wage increases and the general atmosphere of inflation, about 46 | 
cent of railroad employees do not earn as much as $300 per mo 
Under these circumstances, the estimate of the Railroad Retirem, 
Board’s economist of a future level taxable payroll of $4.9 billion 
the $300 tax base, seems to be clearly on the high side. How 
this may be, it cannot be overlooked that, as Mr. Latimer point 
out, it would take a level payroll of $7.6 billion in the future to “Pl 
S. 1347 even assuming all the set-off savings that are assumed ji 
cost estimate which the Railroad Retirement Board made. 

So to have any hope that this bill will result in a sound system, \ 
have just got to pile unreasonable assumption upon unreasona 
assumption, which certainly is not the way to treat a retirem: 
system. 

The chairman of the committee called attention to the fact t] 
Statistics of Railways of the United States for 1948, published by 
Interstate Commerce Commission, shows a marked increase in ra 
road payrolls over the years. He particularly called attention to 1 
fact that in 1920 the payroll was $3,754,000,000 and that it had go: 
to $4,820,000,000 in 1948. A careful examination of the figures of th 
intervening years makes it clear, however, that the growth in the pay- 
roll was by no means constant. In fact, the 1920 payroll was never 
equaled again until 1944; that is on page 156, I think. In the thirties, 
the payroll was far below $1}: billion. In 1940 the payroll was still 
below $2 billion. It was not until the extraordinary activity and in- 
flationary influences of the Second World War that the payroll begat 
to climb. The present high payroll i is, of course, due to the existing 
inflationary conditions, and great business activity, as a result of de- 
fense preparations. The chairman will find it inte resting, I am sure, 
to look not only at the payrolls shown by the Commission’s report but 
at the figures representing the number of employees. 

Senator Douaias. Which are given in the preceding column. 

Mr. Forr. Yes, sir. He will find that in 1920 there were over 
million employees. 

Senator Doua.ias. Two million seventy-six thousand, to be exact. 

Mr. Forr. Yes. This figure has never been equaled since. In the 
thirties the number of employees fell below 1 million, and even in 1948 
there were only 1,345,000 employees. Of course, that reflects the in 
crease in productivity, among other things. The figures with respect 
to the number of employees are probably more significant than the 
payroll figures as indications of what is to be expected in the future 
In considering the payroll question the chairman should not overlook 
the fact that the figures which he quoted from the Interstate Com- 
merce Commission’s report deal with total payrolls for all line-haul 
railroad companies and not with the taxable payrolls. This is a very 
important fact. The increases in taxable payrolls do not correspond 
with the increase in the total payrolls. As wage levels have increased, 
more and more railroad employees have obtained earnings in excess of 
$300 per month, and, of course, all earnings in excess of $300 are ex- 
cluded from taxable payrolls. I refer again to what I said a few mo- 
ments ago to the effect that taxable payrolls could not rise above $5.3 
billion even if we assume that the present relatively high number of 
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railroad employees does not diminish in the future and if we assume in 
addition that every employee receives as much as $300 per month. 

\ir. Chairman, now that the hearing is drawing to a close, what is 
the situation in which your committee, and all of us interested in rail- 
road retirement, find ourselves? 

[he record is ample in some respects and very deficient in others. 

[t is ample to show that neither S. 1347 nor S. 1353 could be enacted 
without bringing almost certain disaster to the railroad retirement 

ystem. Indeed, it is ample to show that there are no moneys avail- 
able in that system for any increase in benefits. 

However, the record indicates that there may be possibilities of 
making moneys available for increasing certain benefits by adjust- 

ents between the social-security fund and the railroad retirement 
fund or some coordination between the social-security system and the 
railroad retirement system; by eliminating employees with less than 
10 vears of railroad service from benefits of the railroad retirement 
system; and by changes in the postretirement work clauses of the 
statute. 

The record is wholly insufficient, however, to show what savings, if 
any, could be made in these ways, or what type of adjustment or co- 
ordination between the social-security fund and the railroad retire- 
ment fund would be feasible. Moreover, the record makes it clear 
that there is a serious difference of opinion between the railroad em- 
ployees as to what benefits should be increased and in what amounts, 
even if funds could be made available. 

You will recall, Mr. Chairman, that Mr. Latimer said that there 
would be many different views as to the savings that could be or could 
not be accomplished by some form of coordination between social 
security and the railroad retirement system. At another point he 
said that he was not sure any savings could be brought about, as I 
understood him. But toward the end I took it that he thought that 
under certain circumstances there could be. We have not heard here 
from the actuary for the social-security fund, and, as I say, we are 
lacking in material to reach conclusions on a subject of that kind. 
Neither do I know what the reaction of the employees would be con- 
cerning more drastic _asaeniagia work clauses, or about the pro- 
posal to eliminate 10-year men. 

There is nothing in the record which would enable this committee to 
take any intelligent action, other than to refuse to report either S. 1347 
or S. 1353. So far as aasiamiice and sound amendments to the 
Railroad Retirement Act are concerned, a professional problem of 
vreat magnitude and complexity is presented. It should be approached 
as such. There should be conference, consultation, and cooperation 
among the interested parties and members of the committee and its 
staff, with the aid and assistance of the best informed actuaries and 
pension experts. 

Mr. Latimer said an attempt to make adjustments or coordination 
between the social security system and the railroad retirement system, 
with no more information than is now at hand, would be a leap in 
the dark. It seems to me that the study which has been given to 
possible amemdments is altogether inadequate and that the surface 
has hardly been scratched. If the committee wishes to make a 
thorough study of the subject, with the cooperation of all interested 
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parties, we shall be glad to render any possible assistance wi 
our power. 

Mr. Chairman, there is one other point that I perhaps should 
mention, and that is the point which the chairman himself has broug)t 
up a number of times, as to the extent of the liability for railr 
pensions, which is reflected in the unfunded liability of the railr 
retirement system. 

As I understand it, there are no figures available from which «a: 
accurate estimate could be prepared. 

Senator Douctas. That is, the obligation which the railroads h, 
assumed prior to 1937? 

Mr. Forr. Yes. Well, not necessarily a legal obligation. 
not raising a point about that. 

Senator Douauas. I understand. 

Mr. Forr. As you know, the unfunded liability of the railroad 
retirement system today is some $7,400,000,000, as Il understand 
Mr. Joseph B. Eastman, who was the Federal Coordinator of Trans- 
portation, and who carried on a number of studies, testified on Decen 
ber 31, 1938, before a subcomm:ttee of the Committee on Interstat; 
Commerce, United States Senate, Seventy-third Congress, second 
session, on 8S. 3231, a bill to provide a retirement system for railroa 
emplovees. In 1938, we were much nearer the facts than we are noy 
and Mr. Eastman said at that time, speaking of the railroads’ volun 
tary pension plan: 

Estimates have been made of the liabilities already accrued under these pla 
assuming their continuation, ranging from $700 million to about $900 milli 
and in the lack of basie information, even this range does not cover the possib 
margin of error. 

What we do know is this, that at the time the railroad retiremen 
system was set up, it had an unfunded liability of about $3,400,000 ,000 
The question is what part of that could be assumed to be the railroad 
pension liability. The benefits provided under the railroad retir 
ment system were as a rule greater than those provided under the 
railroad pension systems, perhaps 20 to 25 percent greater. Al 
railroads did not have seuidici systems. The railroad pension sys 
tems had years-of-service requirements running around 20 and : 
years in many cases, which was a condition not present in the a 
retirement system. There were other differences of that kind, and 
they are not reducible to figures, except in getting a broad judgment 

As I pointed out to you, Mr. Eastman said somewhere around 
$700 million to $900 million. I have no reason for quarreling wit! 
the figures that he gave, and I have no reason to change them. 

| have prepared a memorandum, or had a memorandum pre pared 
for me, which is headed: ‘ ‘Estimate of liability for prior service 
which is not a very accurate heading. It should be “Estimate of 
liability for railroad pension systems,” I suppose. 

I would like to incorporate it in the record at the conclusion of my 
testimony. 

There is just one other statement which should be made on this 
point. If we assume that Mr. Eastman was right, and that less than 
a billion of that $3,400,000,000 was assignable to the railroad pension 
system, let us see what the effect of that would be. It would have 
the effect of increasing the cost of the Railroad Retirement System by 
approximately one-half percent of the payroll, maybe a little bit more, 
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().6 percent perhaps of the payroll, out of the entire cost of 12.6. So 
that you can see that any statement to the effect that the railroad 
retirement system is weighted down because of the old railroad- 
pensions has no basis in fact. 

~ Senator Dovauas. It is an element. 

Mr. Forr. Yes. 

Senator DouGtas. And of course, to this should be added the sub- 
sequent increases in benefits which have been applied to service prior 
to 1937. 

\Ir. Forr. No, they should not be added, Mr. Chairman, I think, 
to the liability of the railroad pensions, because that is a part of the 
railroad retirement system. 

Senator Douauas. Oh, I see. 

Mr. Forr. Now, the reason that the railroad retirement unfunded 
liability has run up is the very thing that you speak of. In 1938 the 
unfunded liability was $3,389,000 ,000 or approximately $3,400,000,000. 
On December 31, 1941, it was not much changed, it was $3,600,000,000. 
But on December 31, 1944, it was $4,331,000,000, and on December 
31,1947, $7,382,000,000. 

There were three things that ran up that liability primarily. In 
the first place, the system was underfinanced or overbenefited, which- 
ever you want to say, in its early years, up to 1946. That, of course, 
is something that the railroad pension system had nothing whatever 
to do with. 

Then you had the liberalizing amendments, each one of which was 
retroactive, and that had the effect of running up unfunded liability. 
And liberalizing amendments such as proposed here in 5. 1347, even 
with the set-offs that we can’t agree to, would run it up by another 
billion and a half and put it up to a point of around $9 billion. 

That is all that I can say to you about that railroad pension lia- 
hilitv, except that this thought does occur: the fact that the railroads 
were the most forward-looking industry in the country with respect 
to pensions and established voluntary pension systems before others 
did so, can fairly, I believe, be taken as a reason for penalizing that 
industry at this time. 

Thank you very much, Mr. Chairman. 

Senator Dovaias. Thank you very much. You will submit that 
appendix to your statement for the record? 

Mr. Forr. Yes; I will. 

(The material referred to follows:) 






















ESTIMATE OF LIABILITY FOR PRIOR SERVICE 














During the course of Mr. Holran’s testimony on railroad retirement legislation, 
Senator Douglas said 

* * * | would like to get estimates on what prior liability under existing 
private pension plans by the railway was assumed by the Railroad Retirement 
Joard when the initial act was passed. I suppose we will get three different 
estimates on this, one from the unions, one from the railroads, and one from the 
Railroad Retirement Board. If each one will prepare a little memorandum 
giving their best figure on this we could get some estimate as to the range”’ (p. 343). 


Just prior to making the request the Senator had said, 

“The figures which Mr. Musher quoted yesterday indicated that when the cost 
estimates ranged around 12 percent, 4% percent was due to meet the accrued 
liability for prior service, for service prior to 1937, upon which contributions had 
not been paid but for which liabilities were incurred by the fund, and only 7% 


percent of the cost was for meeting benefits of future insured workers.”’ 
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From the above, and other statements made during the hearings, it aj 
that Senator Douglas attributes the entire accrued liability of the railroad 
ment system, developed by the fourth actuarial valuation as of Decembx 
1947, to the assumption by that system of the accrued liability of the rail 
private pension plans when the Railroad Retirement Act became effective. 

In order to develop the amount of the accrued liability of the railroads’ pr 
pension plans, it would be necessary to know the details of such plans and to 
a complete work history and age record of all active employees. These dat 
not available However, while it is impossible to determine the amount 
railroads’ accrued liability at January 1, 1937, it can be clearly demonstrated 
such liability was but a fraction of the statutory retirement system’s accrued 
liability at December 31, 1947. 

The fourth actuarial valuation, as of December 31, 1947, includes the folk 
cost calculations (table A-3la, p. 173 of the 1949 Annual Report of the Railr 
Retirement Board 


























Normal tax rate for future entrants 
Additional tax rate on all employees on account of the accrued liability 

($7,382.6 millions) 1. 744 
Cost of administration 





Total level tax rate (cost ; 12. 72 


The amount of the accrued liability reported in the four actuarial valuat 
was— 


{In millions 






Accrued liability as o 









Dec. 31, 1941 Dee. 31, 1944 Dec 

















Liability $3, 389.0 $3. 619. 0 $4, 331.0 $7 23 
Increase over Dec. 31, 1938 $230. 0 $942. 0 > 
Percent increase over Dec. 31, 1938 6.79 27. 80 






In commenting upon the growth of this liability, the Actuarial Advisory ( 
mittee, in a report to the Railroad Retirement Board dated December 23, 1949 
said (p. 102 of the 1949 Annual Report of the Railroad Retirement Board 

“The increase in accrued liability from 1938 to 1947 is the net result of vario 
factors: inadequate taxes in the early years of operation; amendments increasi! 
benefits with respect to past service; certain changes in actuarial factors; and op 
erating gains and losses resulting from differences between the actual experien: 
and that assumed in the several valuations. The greater part of the inere 
howeve r, resull rm the 1946 and 1948 amendments se [I’mphasis supple d.] 

It will be remembered that the 1946 amendments added provisions for sur 
annuities and substantiallv liberalized the provisions for disability annuiti 










while the 1948 amendments increased retirement annuities by 20 percent Bo 
the 1946 and 1948 amendments were applicable retroactively as well as prospec 
tively. The prior service liabilities created by these amendments cannot 






attributed to the railroads’ private pension plans. 

As above stated, it is impossible to determine the amount of the accrued liabili 
as of January 1, 1937, under the railroads’ private pension plans; however, it 
clear that the amount was much less than the accrued liability of the statutor 
retirement system as of the same date. 

For example, the first actuarial valuation of the liabilities created by the 
Railroad Retirement Act was made as of December 31, 1938. As of that date 
(2 vears after January 1, 1937) the accrued liability was reported to be $3,389 
million. That liability ($3,389 million) included the liability with respect to al 
active employees, and those having an employment relation at August 29, 1935, 
based on all of their service, whether broken or continuous, in the railroad industry 
And such liability was computed on the basis of the provisions in the Railroad 
Retirement Act. While this basis of computation was necessary to actuariall) 
determine the liability under the Railroad Retirement Act, it is far from realistic 
as it relates to the railroad’s voluntary pension plans for the following reasons 

(1) The railroad plans, with minor exceptions, provided for retirement at age 
70, while the statutory stystem permitted retirement at age 65 and, according to 
the report of the Railroad Retirement Board in respect of the first actuarial 
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ation, the average age of retirement was less than 66 years (p. 200, 1940 An- 

| Report of the Railroad Retirement Board). 

Continuous service of from 10 to 30 years with a single employing railroad, 

a majority requiring 20 years or more of such continuous service, was a pre- 
uisite to eligibilitv for a pension under the railroads’ voluntary plans. 

The average payment made to pensioners taken over from the railroads 
intary plans was $50.45. This was increased to $55.59 in order to compensate 
prior general reductions or adjusiments (p. 96 of the 1938 Annual Report of the 
lroad Retirement Board). The average of all annuities was $68.07 as of 

» 30, 1939 (p. 108 of the 1939 Annual Report of the Railroad Retirement Board 

s annuity was 34.93 percent more than the unadjusted pension and 22.45 

recent more than the adjusted pension. 

t) Voluntary plans were in effect on railroads, including the Railway Express 
Agency and the Pullman Co., employing about 90 percent of all class I railway, 
Railway Express Agency and Pullman employees. 

5) Withdrawal rates, i. e., either separation from railroad service or from any 
lividual carrier, are said by the actuaries not to be important in determining 
ibilities under the Railroad Retirement Act, but they are, of course, a very 
nportant factor of voluntary plans which require 20 or more years of continuous 
service to become eligible for a pension. The 1938 valuation states that there were 
519,444 withdrawals in 19388 (p. 220 of the 1940 Annual Report of Railroad 
Retirement Board). 

Another indication that the railroads accrued liability was but a fraction of the 
accrued liability developed by the actuarial valuation as of December 31, 19388, 
mav be found in the testimony before a subcommittee of the Committee on 
Interst ate Commerce, United States Senate, Seventy-third Congress, second ses- 
sion, on S. 3231, a bill to provide a retirement system for railroad employees. 
Mr. Jose es B. Eastman, Federal Coordinator of Transportation, while testifying 
on that bill, discussed the railroads’ voluntary pension plans and said ‘“‘Estimates 
have been made of the liabilities alreadv accrued under these plans, assuming 
their continuation, ranging from $700,000,000 to about $900,000,000. In view of 
the lack of basic information, even this range does not cover the possible margin 
of error.”” Mr. Eastman had a staff studying the railroads’ pension plans which 
had collected considerable data on employment histories, etc., so that his estimate 
was at least based on some factual information. 

Mr. O’Brien. | wonder if, before Mr. Fort leaves the stand, I 
could ask two brief questions. 

Senator Douc.ias. You were accorded that privilege previously, so 
| think that will be all right. 

Mr. O’Brien. The first one is directed either to Mr. Matscheck or 

Mr. Musher, and that is whether or not, in their estimate of $5.9 
billion of taxable payroll, to which Mr. Fort referred, they considered 
the wage increases lor operating employees which have already been 
placed into effect, or those which the record shows are available to 
those employees. 

\Mir. Marscueck. Yes. 

Mr. O’Brien. Which was it? 

Mr. Marscueck. Those increases were taken into account. 

Mr. O’Brien. Those that have already been placed into effect? 

Mr. Marscueck. Yes. 

Mr. O’Brien. What about those which have been offered but not 
accepted? 

Mr. Marscueck. We allowed the same for operating employees as 
we allowed for the settlement with the nonoperating employees. If 
there is a higher settlement, we have not allowed enough. 

Mr. O’Brien. So that the additional that 1 referred to in my testi- 
money the other day to the hourly employees consequent to a reduc- 
tion in their hours of work was not considered; is that right? 

Mr. Martscueck. Not to the extent that the settlement to the 
operating people will exceed the settlement to the nonoperating 
people. 
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Mr. O’Brien. Mr. Fort, I have one question of you. 

I have before me a document prepared by the research and actu: 
people of the Retirement Board, in response to a letter sent to t| 
by Mr. Bronson on April 26. Paragraph 4 of this particular resp 
reads as follows: 

The latest estimate for the 1951 taxable payroll, with a $300 monthly 
$5, 483,000,000. 

Il call that to your attention in fairness, because I was trou! 
in your statement, to understand the reasons why you stated 
on page 29 
. taxable payrolls could not rise above $5.3 billion even if we a 
that the present relatively high number of railroad employees does not dit 
in the future and if we assume in addition that every employee receives as 
as $300 per month. 

Mr. Forr. That is a mere mathematical calculation. What p 
are vou on? 

Mr. O’Brien. That is page 29 of your statement, Mr. Fort. 

Mr. Fort. Well, we took, as shown there, 1,466,000 men—is t! 
correct, Mr. Monroe?—and just made a mathematical calculation 

Mr. O’Brien. The Board has 80,000 more men in their calculatio: 

Mr. Forr. That is the difference, I guess. 

Mr. O’Brien. You think that would make $200 million differe: 
in an annual payroll? 

Mr. Forr. Well, it is just a matter of getting a pencil and worki: 
it out. 

Mr. O’Brien. That is all the questions I have, Mr. Chairman. 

Senator DouGias. Any other questions? 

Thank you, Mr. Fort. 

Mr. Forr. Thank you, Mr. Chairman. 

Senator Douacuias. The second witness is Mr. James M. Souby 


TESTIMONY OF JAMES M. SOUBY, GENERAL SOLICITOR, ASSO- 
CIATION OF AMERICAN RAILROADS, WASHINGTON, D. C. 


Mr. Sousy. Mr. Chairman, my name is James M. Souby. | 
general solicitor of the Association of American Railroads, and 
appearing here for that association and its members. I think \ 
Fort has sufficiently described the association. 

In my statement I shall deal in the main with the nature and le 
of benefits under the present Railroad Retirement Act and endeavo 
to show how they compare with those provided for under the Soci: 
Security Act as recently amended and those which would result fron 
the amendments which are proposed in S. 1347 and S. 1353. As : 
basis for my discussion I have prepared certain tabulations maki 
comparisons of the various types of benefits under the two acts and 
as proposed in the two bills to which I have referred. 

Those tabulations, Mr. Chairman, are attached to the prepared 
statement at the back. 

Before going into details, however, with respect to the present and 
proposed benefits, I think it well worth while to review briefly th: 
history of the two existing retirement systems. There are some 
features there that I think are quite helpful in assaying some of the 
present features of the system. 
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Bills proposing to establish a railroad retirement system were first 
introduced in the Congress in 1933 and resulted in the enactment in 
he following year of the Railroad Retirement Act of 1934, which was 
approved June 27, 1934. This act included a provision levying a 
pavroll tax of 4 percent on the railroads and 2 percent on railroad 
employees to support the system. Under that act, retirement was 
made absolutely compulsory at age 70 and was also compulsory at 
65 except that employment could be extended 1 year at a time up to 
ize 70 by specific agreement made each year between the employer 
and employee. 

The railroads had opposed the legislation before the Congress and upon 
its enactment brought court action challenging its validity om consti- 
tutional grounds. They were successful in the litigation. The 
decision of the Supreme Court holding the law to be unconstitutional 
was aa down on May 6, 1935 (Retirement Board v. Alton R. Co., 
995 U.S. 330). 

The Soc ‘ial Security Act, which was approved August 24, 1935, 
covered railroad employment as well as employment in other industries 
in general. However, within a few days after the enactment of that 
statute Congress enacted the Railroad Retirement Act of 1935 and 
the Carriers’ Taxing Act of 1935, both of which were approved August 
29, 1935, only 5 days later than the approval of the Social Security Act. 
The first of these two acts amended the Social Security Act so as to 
remove railroad employment from its coverage. While not making 
retirement compulsory at any age, it provided for a reduction in the 
annuity of one-fifteenth for every year a man remained in service after 
age 65, with a proviso that this would not apply up to age 70 where 
the continuance in e mployme nt was pursuant to a written agreement 
made from year to year between the employer and employee. The 
statute contained no provisions with respect to taxes, but merely pro- 
vided that the annuities for which it provided should be paid out of 
any money in the Treasury which might be appropriated for that pur- 
pose. The separate Taxing Act, however, with no specific reference 
to the Retirement Act, imposed a tax of 3% percent each on the rail- 
roads and railroad employees on all wages up to $300 per month. 

Senator Dovua.as. On the principle that what might be unconstitu- 
tional if joined together would be constitutional if put asunder? 

Mr. Sousy. That is correct. I say it was apparently hoped in this 
way to immunize the legislation against successful attack in the courts. 
The railroads nevertheless brought action to enjoin it, and on June 26, 
1936, the United States District Court for the District of Columbia 
held the Taxing Act to be an integral part of the retirement system 
provided for in the other act and to be invalid for the reasons given 
by the Supreme Court in condemning the 1934 statute (Alton R. Co. v 
Railroad Retirement Board, 16 F. Supp. 955). The Court accordingly 
enjoined the collection of the tax. 

There was nothing to enjoin, so far as the retirement system itself 
was concerned, because the railroads would not be affected by that. 
But the injunction ran against the Taxing Act. 

The Government took an appeal from this decision, but, pending 
the appeal, the situation was a confusing one. The Railroad Retire- 
ment Board had been set up under the Railroad Retirement Act of 
1935, had received appropriations from Congress both for administra- 
tive expenses and for the payment of annuities and had proceeded to 
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grant annuities to numerous retired employees. President Roose 
took notice of the situation and on December 28, 1936, in similar lett; 
addressed to Chairman Pelley of the Railway Labor Executives As 
ciation and the president of the Association of American Railroad 
urged railroad management and railroad labor to confer in an effo 
to reach agreement on a satisfactory solution of the problem. As t] 
result of that letter, representatives of railroad management and 
railway labor organizations held conferences and reached agreement 
ona plan fora railroad retirement system. Bills embodying the ter: 
of the agreed-upon plan were thereafter introduced in Congress a1 
were enacted as the Railroad Retirement Act of 1937, approved Ju 
24, 1937, and the Carriers’ Taxing Act of 1937, which was approv: 
June 29, 1937. 

The Railroad Retirement Act of 1937 provided for noncompulso: 
retirement at age 65, with full annuity, or at age 60 after 30 ae of 
service, or in case of total disability, with a somewhat reduced 
nuity. That reduction was one-one hundred and eightieth for each 
month the man was under age 65 at the time of his retirement. 

It also provided for retirement with full annuity for total per- 
manent disability after 30 years of service, regardless of age. The 
annuities were based upon the same formula that had been used in thi 
1934 and 1935 acts, which gives weight both to average monthly com 
pensation not in excess of $300 per month and length of service. Those 
who were in railroad service on August 29, 1935 (the date of the enact 
ment of the Railroad Retirement Act of 1935), or who still retained 
rights to railroad employment on that date were entitled to credit for 
all railroad service prior to 1937 up to the point where it did not result 
in a total service of more than 30 years. All others were to receive 
credit for serfice only after 1936. This resulted in a maximum an 
nuity of $120 for the first 30 years after 1936. Thereafter there was 
no maximum, the only limitation being a provision that service after 
age 65 would not be used in computing the years of service. Both the 
1934 and 1935 acts had fixed 30 years of service as a permanent maxi- 
mum for use in computing annuities. Minimum annuities were also 
provided for employees reaching age 65 with at least 20 years of 
service and death benefits were provided for through a_ provision 
calling for a refund to survivors of all taxes which had been paid by 
the deceased emplovee, plus an allow ance for interest, less any bene- 
fits that he may have received under the act prior to his death. I shall 
refer to this hereafter as the tax-refund provision. 

| might state that in my original copy I spoke of interest at 3 per- 
cent. That is incorrect. That sum, which was to be refunded, like 
everything else in the statute, is based on a formula. The formula 
there was that the amount to be refunded was 4 percent of his total 
creditable wages; which was something more than the taxes actually 
paid. 

The taxing act levied a tax in equal amount upon each railroad and 
each railroad employee for all wages up to $300 per month. This tax 
started at 2% percent on each beginning January 1, 1937, to be in- 
creased one-half of 1 percent at the end of each 3-vear period until it 
reached a maximum of 3% percent on each on January 1, 1949. 

The railroad retirement system as thus agreed upon between rail- 
road management and railroad labor was purposely made much more 
liberal than the system which had been set up under the Social Security 


S 
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Act. It provided for every type of benefit which was provided under 
the latter system, but on a much more liberal basis, and in addition 
provided some benefits which were not available to workers covered 
by social security. The latter was entirely an old-age retirement 
system and contained no provision whatever for retirement on account 
of disability. I will show later that as a matter of fact, as the result 
of the method they use in arriving at their annuities, a man would be 
severely penalized if he became disabled any substantial time before 
he reached age 65. 

Senator Doveias. That is, under the social-security system. 

Mr. Sousy. I say, under the social-security system. 

In 1939, before benefits had begun to be paid under the social- 
security retirement system it was broadened to include benefits to 
wives of retired workers under certain conditions and benefits to 
survivors of workers covered by the act who might die either before 
or after retirement. No change was made at that time in the basic 
benefits, in the way of retirement annuities, provided for in the 
original act. 

This broadening of the social-security system resulted in a move by 
representatives of railway labor for a broadening and liberalization of 
benefits under the railroad retirement system, resulting finally in the 
enactment of what is commonly known as the Crosser Act, which 
was approved July 31, 1946. Amendments made by that act included 
(1) provision for survivor annuities patterned after those then pro- 
vided under the Social Security Act but averaging about 25 percent 
higher; (2) a great liberalization of the provisions governing disability 
annuities, for which no provision has ever been made in the Social 
Security Act; and (3) changes in definitions and in the provisions with 
respect to minimum annuities which resulted in substantial increases 
in retirement annuities, although making no change in the formula 
for their computation. According to estimates made by the Railroad 
Retirement Board, the 1946 amendments resulted in an over-all in- 
crease of about 40 percent in the cost of the retirement system. The 
amendments did not include provision for annuities to wives of 
annuitants, as did the Social Security Act. They deliberately left 
that out at that time. They also eliminated the tax refund provision 
to which I have already referred as amounting to a guarantee that 
an employee or his survivors would always receive in benefits as much 
as he had paid in taxes, plus interest. It was apparently felt that, 
in view of the other benefits provided for survivors, such a guarantee 
was no longer called for. 

I might mention at that point, Mr. Chairman, that the original 
Social Security Act had a corresponding provision, Which was elim- 
inated in the 1939 amendments when that act provided for the 
survivor benefit. It has never been restored. As I will show in a 
moment, it has been restored to the Railroad Retirement Act. 

The Crosser Act also increased the taxes pavable by the railroads 
and the employees for the support of the retirement system to 5% 
percent each in 1947 and 1948, 6 percent in 1949, 1950, and 1951, 
and 6% percent thereafter. 

Senator Dovuaias. Mr. Souby, that would be an increase of 2% 
percent, or a total increase of 5 percent? 

Mr. Sousy. That is correct. 
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The Railroad Retirement Act was again amended in 1948 by thy 
Wolverton Act, approved June 23, 1948. All outstanding and futu 
retirement annuities—and I might say outstanding pensions—w« 
increased 20 percent with no change in survivor benefits except th: 
the tax refund provision which had been eliminated by the 194 
amendments was restored and made retroactive during the period « 
its suspension. 

Until last year, the only change which had been made in the soci: 
security system was the broadening of it to include annuities to wiy 
of retired workers and benefits to survivors of workers who mig! 
die either before or after retirement. No change had been made 
the original basic retirement annuity. The 1950 amendments, bow 
ever, greatly liberalized all types of benefits under the social security 
system, as well as broadening its coverage. In spite of this liberal 
ization, however, the basic benefits under the social sec ‘urity syste1 
i. e., the retirement annuities, are still far below those now provid 
under the railroad retirement system. The latter not only pa 
much higher annuities to those retiring on account of age, but 
also accords annuities to persons retiring on account of disability. 

Senator Douaias. Which is not included at all under the socia 
security system. 

Mr. Sousy. As I say, under the social security system, a person 
who becomes totally disabled at any age under 65 must wait until ly 
reaches that age before he can qualify for an annuity, and then his 
annuity will be based upon his average monthly wage for a period 
which will include the entire period of his disability up to age 65. 

Senator Dovaias. And hence will reduce the amount of th 
benefit. 

Mr. Souny. With respect to survivor annuities, however, the social 
security system, as the result of the 1950 amendments, is mort 
liberal than the railroad retirement system. 

Senator Doueias. Mr. Souby, | notice that you are having a 
series of statistical tables appended to your statement. 

Do we have for the record a comparison between the survivor 
annuities of the two systems? 

Mr. Sousy. Yes. 

Now, this is by no means true as to all survivor benefits, but only 
as to annuities to survivors. The 1950 amendments also broadened 
the wife’s benefit into a ‘“spouse’s’’ benefit; that is, it now provides 
for the payment of an annuity under certain conditions to the hus- 
band of a retired woman worker. The railroad retirement system 
provides no sue th benefit for either husbands or wives. 

The present situation with respect to the two systems therefore is 
that the railroad retirement system provides for every type of benefit 
for which the social security system provides with the exception of 
the spouse’s benefit and survivor annuities to widowers. On the 
other hand, the railroad retirement system provides two types of 
benefits which have no counterpart in the social security system. 
These are disability annuities and benefits to survivors in the way of 
a refund with interest of all taxes paid by the deceased employee for 
the support of the system to the extent that they exceed all other 
benefits paid to the employee or to his survivors. As concerns the 
measure of benefits, the railroad retirement system is much the more 
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iberal in the case of retirement annuities and certain benefits to 
survivors, but less liberal in the case of survivor annuities. 

I come now to discuss the retirement annuities, which is the most 
lifficult of all the types of benefits to compare for one of the systems 
as against the other, and I will have to explain at length why that is so. 

The basic benefits under both the Railroad Retirement Act and 
the Social Security Act are the retirement annuities. In undertaking 
to make any comparison between them of these basic benefits, we are 
handicapped by the fact that the two systems use wholly different 
methods for computing retirement annuities. Under the social secu- 
rity system, this basic annuity is the sum of 50 percent of the first 
$100 of “average monthly wage,” plus 15 percent of the remainder up 
to a total average monthly wage of $300. This means an absolute 
maximum retirement sameley of $80 per month. 

Senator Dovatas. Has the factor for vears of employment been 
removed? 

Mr. Sounsy. That has been removed. I mention that as I go along. 

Under the railroad retirement system, the annuity is the result 
obtained by ——,- the years of service by the sum of 2.4 percent 
of the first $50 of ‘monthly compensation,” 1.8 percent of the next 
$100, and 1.2 percent of the next $150. Now, for an average monthly 
compe! nsation of $300, that formula produc es the sum of $4. 80, which 
for 30 years of service would produce an annuity of $144 per month; 
which is temporarily the maximum annuity under the railroad retire- 
ment svstem, because of the provision allowing credit for service prior 
to 1937 only up to the point where it does not make the total years 
of service in excess of 30. This maximum, as I have said, is only a 
temporary one and will end in 1967. That is to say, it does not 
apply to thousands now in railroad service who will come up for 
retirement after 1967. The only other limitation upon the number 
of vears of service that may be used in computing railroad retirement 
annuities is that service rendered after age 65 may not be counted. 
This means that a man entering railroad service at any time after 
1936 will be entitled to full credit for all service up to the time he 
reaches age 65. A young man starting railroad service in 1937 or 
any time thereafter at age 20 could thus acquire as much as 45 years 
of service, and if he had an average monthly compensation of $300 
would be entitled to an annuity under the present act of $216, as 
compared with the maximum possible annuity under the Social 
Security Act of $80. 

It is obvious from what I have said as to the method of computation 
that under the Railroad Retirement Act, the retirement annuities 
vary directly with variations in lengths of railroad service, whereas 
under the Social Security Act, being based entirely upon average 
monthly wage, they do not appear at first blush to depend at all upon 
length of service. This appearance is very deceptive, however. In 
fact, due to the method used in arriving at the average monthly wage, 
the measure of retirement annuities under the Social Security Act is 
influenced greatly by length of service in covered employment. I 
go into that in some detail, because I think it is the most important 
element in the whole picture. 

The “average monthly wage” used in computing annuities under 
the Social Security Act is quite a different thing from the “monthly 
compensation” which is used in computing annuities under the Rail- 
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road Retirement Act. As a result of this difference, it is grossly 
misleading to compare the annuity payable under the Railroa 
Retirement Act for a man with a given monthly compensation but 
with only 10, 15, or even 30 years of service, with one payable unde: 
the Social Security Act for a corresponding average monthly wage 
Although both received the same rates of pay, the average monthly 
wage of a man working 10, 15, or even 30 years under the Social 
Security Act would by no means correspond with the monthly com 
penstion of one with similar periods of service under the Railraod 
Retirement Act. 

Under the Railroad Retirement Act, monthly compensation means 

just what the term itself — imply if preceded by the word “aver 
age.”’ It is determined by dividing a man’s total earnings while in 
railroad employment, not in excess of $300 in any month, by the actual 
number of months in which he worked to earn them. Under the 
Social Security Act, however, the average monthly wage for the pur 
pose of a retirement annuity is determined by dividing a man’s 
total earnings in covered employment from his “starting date’’ to 
his “wage closing date,’ not in excess of $3,600 in any year, by the 
total number of months elapsing from his ‘starting date’’ to his 
“closing date,’’ regardless of whether he was actually in covered 
employment during all that time or not. A man’s starting date is 
defined as “December 31, 1951, or, if later, the day preceding the 
quarter in which he attained the age of 22, whichever results in the 
higher average monthly wage.’’ In other words, it has no necessary 
reference to the date he actually enters covered employment. 
Similarly, a man’s wage closing date has no necessary reference to the 
date he leaves covered employment or discontinues it. It is definied 
as ‘“‘the first day of the second quarter preceding the quarter in which 
he died or became entitled to old age insurance benefits, whichever 
first occurred.”’ Now, there is a long exception there that I think | 
ean skip. It is not of particular importance in connection with the 
point | want to make, but just for the sake of accuracy I include that 
exception. 

The effect of all these rather confusing provisions is that, under the 
Social Security Act, any man who reached age 22 after December 31, 
1950, cannot possib ly have an average monthly wage of $300 for the 
purpose of a retirement annuity unless he has worked every year from 
age 22 to age 65 in employment covered by Social Security Act and 
has earned as much as $3,600 in each year. In other words, he must 
have at least 43 years of continuous service in order to have the 
maximum average monthly wage of $300. If he should enter such 
employment at age 22, earn as much as $3,600 each year for 10 years, 
then stop working altogether or go into some work not covered by 
Social Security, his average monthly wage when he became eligible 
for an annuity at age 65, instead of being $300, would be only about 
$70. The result would be the same if his 10 years in covered employ- 
ment came at the end of the period from age 22 to 65 or anywhere 
between. On the other hand, under the Railroad Retirement Act, 
no matter when or at what age a man first enters railroad service, if 
he earns as much as $300 per month while he is so employed, his 
monthly compensation for the purpose of computing his annuity 
will be $300. 
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I do not wish to be understood as criticizing the method used by 
ocial security in determining the average nonthly wage. On the 
contrary, I think it is a wholly proper one, in view of the fact that the 
resulting average is the sole basis on which retirement annuities under 
that act are calculated, and more particularly in view of the weight 
which is given to the first $100 of the average in computing such 
annuities. 

Senator Doua.as. Mr. Souby, is it not true that the disparity in 
the benefit rate between the first $100 and the subsequent $200, 
namely, 50 percent as compared with 15 percent, is such that even 
with this new method of computing average monthly compensation, 
the workers who are under the social security system for a short time 
really raid the system? 

Mr. Sousy. Oh, there is no question about that. 

Senator Dove.tas. That is, their benefits are in excess of contribu- 
tions made? 

Mr. Sousy. There isn’t any question about that. 

Senator Doucuias. And may I ask this? What about the people 
already employed, that is, those employed prior to 1950? Is the same 
method used for computing average monthly compensation for them? 

Mr. Sousy. The same method except the wage starting dates and 
closing dates are a little different. What I read as the wage closing 
date was—well, we will take the wage starting date first. Either 
December 31, 1950, or, if later, the time of reaching age 22. 

Senator DouGtas. Yes, but what if earlier? 

Mr. Sovusy. Now, they have an option there in connection with 
persons who were already covered prior to the new amendments. 

Senator Dovatas. That is the point. 

Mr. Sousy. He can go back to 1936 for his wage starting date if he 
wants to. He has an option of taking either 1936 or 1950, whichever 
will give him the better result. 

Senator Dovaias. But the dencminator is never the number of 
months actually worked. 

Mr. Sousy. Oh, no. 

Senator Dove.as. It is the calendar months from either one start- 
ing date or the other. 

Mr. Sousy. I would say, to state it correetly—I used the terms I 
did on purpose, because there is some variation—that is all cases 
“average monthly wage’? means total wages in covered employment 
from starting date to closing date, divided by the total number of 
months elapsing from starting date to closing date. 

Senator Dovetas. Not the number of months in covered employ- 
ment? 

Mr. Sousy. That is correct. 

Senator Doue.ias. But even so, by this disparity in benefit rates, 
the workers employed for a short time in covered occupations get 
more out of the system than contributed for them. 

Mr. Sousy. I don’t think there is any question about that. 

I wanted to add here that I think it fundamental to any sound 
old-age insurance system that the benefits bear some reasonable 
relation to the premiums paid for the insurance, and where the total 
premium depends upon years of service, reasonable weight should be 
given that element in determining the benefits. My sole purpose in 
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referring to the way in which average monthly wage is determi 
under this Social Security Act is to emphasize the fact that, contr: 
to what people seem to think, length of service in covered e mploym 
does have a most important effect upon the measure of retiréme: 
annuities awarded under that act, a fact which is of the utmost 
importance in any attempt to make a fair comparison of annuit 
under that act with those under the Railroad Retirement Act. 

Kor the time being, because of provisions which have the effect 
Ly ing credit for prior service in order to enable those of advanced a 
when first brought under the coverage of the act to qualify for ann 
ties of respectable amount, the method of calculating average mont! 
wage under the Social Security Act does not have the full effect wh 
I have described 

[ say there, Mr. Chairman, that it has the effect of giving cred 
for prior service. ‘That probably is subject to qualification. It h 
the effect of helping out a man whether he has had any prior servi 
or not; that is, these older people. 

Senator Douetas. They are really given credit for 14 years 
prior service? 

Mr. Souny. I couldn’t say how much they are given, but 
ultimate effect there is the same as the effect of the prior sery 
credit in the Railroad Retirement Act. That is, it starts out with a 
heavy initial unfunded liability, because of giving benefits to peopl 
who have not paid anything like the taxes the ‘y should have paid to 
finance those benefits. 

Senator Dovcias. But that is not for service prior to the initia 
passage of the act. It is for service not performed after the passage o! 
the act. 

Mr. Sousy. Well, you can look at it either way. But, as I say, m 
statement there is subject to that qualification. It has the same effect 
as far as the financing of the thing goes as credit for prior service. 

The situation will be entirely different in the future, however, whe 
the great bulk of those qualifying for retirement annuities will hav: 
spent most of their adult lives up to age 65 in covered employment and 
those who have not will receive greatly reduced annuities due to th 
method used in arriving at the average monthly wage on which thei 
annuities will be computed. For this reason, I think the only fair 
way to make a comparison of the benefits under that act with those 
under the Railroad Retirement Act is to disregard the present merely 
temporary situation and confine ourselves to the way in which the two 
systems are intended to operate and will operate over the years. 

It is utterly misleading to present comparisons which show retire- 
ment annuities under the Social Security Act for average monthly 
wages of varying amounts up to the maximum of $300 for persons 
with as low as 10 years of service. No person reac ching age 22 after 
1950 could possibly have an average monthly wage for purposes of a 
retirement annuity greater than $71 with only 10 years of service in 
covered employment, or greater than $106 with only 15 years of 
service, or greater ee $141 with only 20 years of service. For that 
reason, in my exhibit 1, I show comparisons of the present annuities 
under the Railroad Re ‘tirement Act for persons of varying monthly 
compensation and with varying periods of railroad service with the 
annuities which will actually be payable under the Social Security 
Act in the not very distant future to persons with comparable actual 
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rnings and with similar lengths of service in employment covered 
by that act. I know of no better basis for comparisons designed to 
ndicate the relative levels of retirement annuities under the two 
systems. 

\My exhibit 1, as I have sought to indicate in the heading, is confined 
to comparisons of annuities under the Railroad Retirement Act and the 
Social Security Act which will be payable in the future. 

Senator Dove.as. You constantly speak of the future, the not 
very distant future. How far is that future distant? 

Mr. Sousy. Well, if you take it technically, it could give the 
extreme effect that I picture here, it applies to everybody that is 
under 23 years at the present time, under 23 years of age. That 
means about one-third of our population. 

Senator Dovatas. That is 43 years in the future. 

Mr. Sousy. That is correct, 43 years. 

Senator Douctias. That is a comparison, is it not, really, between 
what railway workers would get now or do get now, or what they 
would get now under the bills, and what the social security workers 
would get, in 1993? 

Mr. Sousy. That is not quite correct, Mr. Chairman, to this extent: 

does show the precise present situation insofar as railroads are 
concerned. It shows only with specific accuracy what these fellows 
under social security will get who are now not over 23 years of age. 
But that same principle applies i in & measure to every body who is under 
50 years of age at the present time. 

Senator Dovetas. I understand that. You will approach this. 

Mr. Sousy. That is correct. So I think that probably in principle 
it applies to the great bulk of all of our present working population. 
It certainly applies to the great majority of all persons alive today. 

The figures in the first column in each block assume actual monthly 
earnings in the amounts indicated. The next two columns deal 
entirely with the Railroad Retirement Act. One shows what the 
monthly compensation under that act would be for a man with actual 
monthly earnings as shown in the first column and with years of service 
as indicated in the heading of the block. It will be noted that in each 
instance the monthly compensation is the same as the actual monthly 
earnings until the maximum of $300 is reached. The next column 
shows what the retirement annuity would be for a man with the speci- 
fied monthly compensation and number of years of service. The last 
two columns relate entirely to the Social Security Act. The next to 
the last shows the average monthly wage on which the annuity under 
the Social Security Act ‘would be computed in the case of a worker 
with the number of years of service shown in the heading of the block 
and with the actual monthly earnings shown in the first column. The 
final column shows the annuity so ¢ omputed. It will be noted that it 
is not until we reach the block covering 43 years of service that the 
average monthly wage equals the ac tual monthly earnings shown in 
the first column. 

In the next little paragraph I cover what I have just stated 
answer to your question, Mr. Chairman, and I will skip that. 

I want to call attention to the fact that in that tabulation, that 
exhibit 1, under the railroad retirement annuity, in the case of the 
first block, for 10 years of service, the two top figures of $36 represent 
the minimum annuitant. We have a minimum provision that the 
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annuity in no case shall be less than $3.60 multiplied by the years of 
service, $60 or the average monthly compensation, whichever of thos: 
three is the smaller. In the case of those first two items, the minimum 
applies. The first two items under 15 years of service involves th 
minimum. ‘That is 3.6 dollars multiplied by 15 years. 

That third $54 is precisely the annuity, because for a $200 averag 
monthly compensation, the multiple is $3.60, which is the same figur 
used in the minimum. 

Now. under social security, in the last column, the first thre: 
figures under the 10 years of service are minimum annuities. You 
see, it is greater than one-half of the average monthly wage. ‘Thi 
are governed by a provision to the effect that where the average 
monthly wage is less than $50, the annuity shall be in accordance 
with a certain table they set up, so much in the case of a certain 
wage and so much in the case of another. 

The first figure under 15 years of service for social security, and 
also under 20 years of service, $25 in each case, is a minimum. 

Now, if we look only at the last line in each of these several blocks 
‘t will be noted that for a worker with 10 years of service and an 
actual monthly earnings of $300 or more, retirement annuity unde: 
the Railroad Retirement Act would be $48, or 37 percent higher than 
the average of $35 under the Social Security Act. For a man with 
15 years of service with monthly earnings of $300 or more, the annuit) 
under the Railroad Retirement Act would be over 40 percent higher 
$72 as compared with $51. After 20 years of service, with actual 
monthly earnings of $300 or more, the annuity under the Railroad 
Retirement Act would be 71 percent higher than under the Social 
Security Act, or $96 as compared with $56. When we come to the 
30-year block, we find that for the maximum there of $300, the 
annuity under the Railroad Retirement Act would be more than 
double that under the Social Security Act, $144 against $67. And 
when we come to the last block, which represents the absolute maxi- 
mum that the social security man could get, of $80, the corresponding 
annuity under the Railroad Retirement Act would be $206. 

Of course, insofar as concerns the retirement annuities under th 
Social Security Act, my exhibit 1 portrays the situation as it will 
exist in the somewhat distant future and not as it actually exists 
today, when persons with only a few years of covered employment 
are nevertheless qualifying for annuities based on relatively high 
average monthly wages. However, it is not necessary to resort lo 
detailed comparisons of this sort to get some fair idea of the relative 
levels of retirement annuities under the two systems as they are 
actually operating today. We have reasonably current statistics 
showing the actual results of their operations. 

Statistics contained in the February 1951 issue of the Monthly 
Review, published by the Railroad Retirement Board, show that in 
December 1950 the Board paid annuities to 247,949 retired railroad 
workers, who had retired either on account of age or on account of 
disability. The average of all these annuities was $82.75 per month. 

I might give you the figure there. Itis shown separately for the two 
classes. The average for age annuities alone was $83.22, and for 
disability annuities alone was $81.61. They were so close together 
that I used the average of the total. The total on which this average 
was based included annuities ranging all the way from a few dollars 
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ip to $144. It included many thousands of annuities below $50 per 
month, which, in view of the minimum provisions of the act, means 
that the wages and years of service in railroad employment of the men 
involved were negligible. Thus, as compared with the present 
maximum annuity under the Social Security Act of $68.50 and the 
ultimate maximum of $80, the actual average of all retirement an- 
nuities now being paid under the Railroad Retirement Act is $82.75. 

Senator Douauas. Now, earlier in the hearings there was a figure 
introduced that the present actual average of annuities under the 
social security system was $43. Is that right? 

Mr. Sousy. That is right. I am going to give those in just a 
moment. 

In considering this average of the present annuities under the Rail- 
road Retirement Act, it should be borne in mind that the great bulk 
of them are based in the main on service prior to 1939, when railroad 
wages were less than one-half what they are today. This is evident 
from the fact that according to statistics contained in the last annual 
report of the Board the average period of service of all those on its 
retirement rolls is over 25 years. The average monthly compensation 
for all of them, that is, the average compensation on which all these 
were based, was about $160. I think in 1949--—the annual report for 
1950 is the latest you can get on that—for 1949 the average compensa- 
tion for all outstanding annuities was really $159. 

That contrasts strikingly with what will be shown here by another 
witness, that the present generally effective minimum straight time 
monthly wage of railroad employees is $227.75. 

Senator Douveias. And the present average, about $351. 

Mr. Sousy. Yes, Mr. Fort gave that present average. I don’t 
think he gave that figure that I gave. 

Senator Douatas. No. 

Mr. Sousy. That the minimum straight time monthly wage 
generally applicable is $227.75. Iam just comparing that with this 
$159 or $160, which was the average monthly compensation on which 
those outstanding annuities were based. 

It is clear that even without any change whatever in the present 
annuity formula, there will be a steady increase in the level of the 
retirement annuities in the future, as the increased rates of pay of 
recent years come to be reflected more and more in the monthly com 
pensation on which the annuities will be based. This is one feature of 
the situation which is often overlooked in arguments for changes in 
the annuity formula to meet rising costs of living. It is true, of course, 
that increases in annuities as the sole result of increases in wages, come 
gradually and necessarily lag considerably behind an increase in prices 
generally. Nevertheless, they are not to be overlooked in considering 
the ultimate liberality of the retirement system, any more than they 
can be overlooked in considering its ultimate cost. 

Now I come to the situation under the Social Security Act. The 
Social Security Bulletin of March 1951 shows that in December 1950 
old age annuities were being paid to 1,770,984 workers who had 
retired under the Social Security Act, in a total amount of $77,068,000, 
or an average for each annuity of $43.86, only 53 percent of the average 
under the Railroad Retirement Act. These figures reflect the sub- 
stantial increase in all annuities which resulted from the 1950 amend- 
ments. Prior to those amendments, the average was $26. 
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[ was very much interested, Mr. Chairman, in finding in the report 
by Mr. Robert J. Myers, actuary, I think the actuary of the soci 
security system—the report here is the report by Mr. Myers for = 
use of the Committee on Ways and Means, and he signs himself ; 
actuary to the committee. That report doesn’t carry a document 
number, but it is dated July 27, 1950, and is said to contain actuarial 
cost estimates for the old age and survivors insurance system, as 
modified by the Social Security Act amendments of 1950. 

Now, on page 8 of that report he does something that I have never 
known to be done by any actuaries dealing with the railroad retire 
ment system. He undertakes to set up, there, his estimates of what 
future annuities are going to be under the social security system. He 
shows that the old age primary annuity under the act immediately 
prior to the amendments was $26. He estimates that in the year 
1951 the average will be between $45 and $46. For the year 1960 
he estimates the average will be $50. And for the year 2000, he esti 
mates it as ranging from $49 to $50. 

As I say, I don’t think anyone has ever made a similar attempt to 
prognosticate what the annuities would be on those future dates under 
the present Railroad Retirement Act, but in my judgment if they are 
not tremendously more than the present $82.75 it would be very sur- 
prising, because of the things that I have mentioned about the general 
level of wages. 

It is true that, in addition to providing for annuities to retired work- 
ers, the Social Security Act also provides for the payment under 
certain conditions of supplemental annuities to the wives or husbands 
of retired workers. It is interesting to see how this feature of the act 
works out in actual practice. The same issue of the Social Security 
Bulletin shows that in the case of 508,350 of the total of 1,770,984 
retired workers to whom annuities were being paid in December 1950 
a supplemental annuity was also being paid to the wife or husband 
The total amount of these supplemental annuities was $11,994,900. 
If that sum is added to the total paid to the retired workers themselves, 
the average for each retired worker is raised from $43.86 to $50.63, 
which is still far below the average annuity paid in the same month to 
retired railroad workers. In fact, the average railroad annuity was 

percent greater than the average of the combined annuities paid 
to workers and their wives or husbands. 

Senator Dovetas. I must put in a qualification at that point; 
namely, that in the 508,000-some cases where the annuitant under 
social security had a wife who was aged 65 or more, his annuity, or the 
combined annuity, was increased on an average by $22. So that in 
those 508,000 families the combined figure was something around $66. 

Mr. Sousy. I did not state the average. The average of those sup- 
plemental annuities is easily gotten. It is about 22. It is 508,000 
into $11,994,000. 

Senator Dovatas. That is about right. So that in that case, 
assuming that the railway workers who had wives of 65 to whom those 
spouses’ annuities were paid were nevertheless in receipt of the average 
annuities of their class, the comparison for that group would be 
between $83 and about $66. 

Mr. Sousy. That is correct. There isn’t any question about that. 
Of course, we don’t know what the average is for the particular annui- 
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tants on account of which the wives’ or husbands’ benefit may have 
been granted, and it may vary, you see; but speaking roughly, that is it. 

I have another tabulation, identified as exhibit 2, which compares 
the retirement annuities now payable under the Railroad Retirement 
Act with those which would be payable under the amendments pro- 
posed in S. 1347 and S. 1353. This tabulation, I think, is reasonably 
self-explanatory. In this instance, the comparisons present no par- 
ticular difficulty, since neither of the bills would make any fundamental 
change in the present method of computing retirement annuities. 
Under S. 1353, the increase would be uniformly 25 percent, raising 
the temporary maximum from $144 to $180. Under S. 1347, the 
percentage of increase varies quite widely. The temporary maximum 
would be raised immediately from $144 to $165, an increase of 14 
percent. The increase would be greater, however, from year to 
year as the increase in the creditable compensation from $300 per 
month to $400 gradually began to take effect. The bill would increase 
annuities in three ways: (1) by increasing each of the three percentage 
factors of the formula in varying degrees; (2) by adding $100 to the 
maximum amount to which the last factor is to be applied; and (3) 
by providing that in no case shall the annuity payable under the 
Railroad Retirement Act be less than would be payable under the 
Social Security Act if the employee’s service as an employee after 
December 31, 1936, were included in the term “employment” as 
defined in the Social Security Act. As I have previously indicated, 
for the time being the Social Security Act provides very liberal annui- 
ties to persons with very short periods of service, and until this 
temporary situation has disappeared this proposed new provision 
with respect to minimum annuities under the Railroad Retirement 
Act would have the effect of making substantial increases in many 
annuities to persons with less than 15 years of service. Disregarding 
that feature of the bill, the increases which it proposes in present 
annuities average about 14 percent where the monthly compensation 
does not exceed | $300, but would be as much as 44 percent when the 
full effect of the proposed i increase of $100 in creditable compensation 
is reached. The full effect of that increase, however, would not be 
reached for a good many years. 

Senator Dova.as. Mr. Souby, I suggest that this is a good stopping 
point. 

Mr. Sovusy. It suits me fine. 

Senator Dove.ias. And we will reconvene at 2:30. 

(Whereupon, at 12:15 p. m., a recess was taken until 2:30 p. 
this same day.) 

AFTER RECESS 


Senator Dovatas. Mr. Souby, when your testimony was completed 
this morning, you had finished the question of retirement allowances, 
and you were going to the question of spouses’ annuities, on page 15. 
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STATEMENT OF JAMES M. SOUBY, GENERAL SOLICITOR, ASSO- 


CIATION OF AMERICAN RAILROADS, WASHINGTON, D. C. 
Continued 


Mr. Soury. As I have already mentioned, at the time the Crosser 
Act amendments were passed, the Social Security Act provided for 
the payment of an annuity to the wife of an annuitant if she was 
65 years of age or older, but that feature was not included in the 
Crosser Act amendments to the Railroad Retirement Act. As the 
result of the 1950 amendments, the Social Security Act now provides 
also for the payment of an annuity to the husband of a woman annui 
tant if his wife was currently insured when she reached retirement 
age and he is age 65 or older and was dependent upon her for at 
least one-half of his support at the time she became entitled to an 
annuity. 

It has that one peculiar characteristic that in order for a husband to 
be entitled, his wife must not only have been fully insured so as to bi 
entitled to an annuity on her own account, but she must also have 
been currently insured at the time she became so entitled. 

The annuity for either a husband or wife is fixed at one-half of the 
annuity of the person from which it is derived, subject to a maximum 
of $40. S. 1347 provides for similar annuities for both husbands and 
wives calculated in the same way as under the Social Security Act, but 
subject to a maximum of $50. It provides that in order for the hus- 
band to be entitled to an annuity, his wife must be 65 or older, but 
need not have had any current connection with railroad employment 
when she retired, and the husband must be 65 or older and must have 
been dependent upon his wife for at least half of his support at the 
time she became eligible for an annuity. 

The reason for restricting the wife, that she must be 65 or older, is to 
tie it in with the Social Security Act. You see, our act permits a wife 
to retire under age 65; whereas the Social Security Act makes no dis- 
tinction between men and women so far as retirement age goes. 

Under the proposal in 8. 1347, the husband can’t take until the wife 
is65. It does not have that added requirement that the Social Secur- 
ity Act has, that the wife must not only be fully insured and entitled 
to her own annuity, but she must also be currently insured. That 
“currently insured”? is somewhat related to our so-called current 
connection with the railroad industry. Apparently the theory under 
social security is that the husband should not take unless his wife was 
deriving her support from work under the act at the time she retired. 
5. 1347 doesn’t provide any such safeguard or added requirement at 
all. 

Aside from any other objection which might be made to it, I think 
the provision for a husband’s annuity is bad, because, being based 
upon the state of the husband’s dependency merely at the time of his 
wife’s eligibility, it would invite chicanery, against which no adequate 
policing would be possible. The fact that a man 65 years of age or 
older is not working while his wife is, does not necessarily mean that 
he is dependent upon her for any part of his support. He may have 
independent income and in fact not be dependent on her at all. In 
such a situation, however, it would be very easy for the two of them, 
just before the wife is to retire, to cooperate in establishing the hus- 
band’s dependency on her for the short time necessary for him to meet 
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this proposed condition of one-half dependency at the time she became 
eligible for her annuity. 

[t is true, it is proposed that the husband’s annuity shall be subject 
to the same work clause that is to apply in the case of other annuities 

is does not prevent his continuing to draw a husband’s annuity 
while receiving income from other sources more than sufficient to 
make it unnecessary for him in fact to be dependent for any part of 
his support either on his wife or on such annuity. 

[ have not undertaken to prepare an exhibit dealing with spouses’ 
annuities, as I think none is necessary. The Railroad Retirement 
Act now provides for none, and none is proposed in S. 1353. 

Under the Social Security Act, such an annuity is in all cases 50 
percent of the retirement annuity of the husband or wife from which 
it is derived, subject to the maximum of $40; and the same basis is 
proposed in S. 1347, but with a maximum of $50. There is thus no 
difficulty in determining the amount of the proposed spouse’s annuity 
in any instance shown on exhibits 1 or 2. It is obviously incorrect, 
however, in considering the relative liberality of retirement annuities 
under the Railroad Retirement Act and the Social Security Act to in- 
crease each retirement annuity payable under the latter act by 50 
percent, or by $40, whichever is the least, as some are wont to do. 
The fact is that, according to the statistics of the Social Security Ad- 
ministration, thus far less than 30 percent of the retirement annuities 
outstanding at any given time are supplemented by annuities to 
spouses. I believe Mr. Leighty testified that if S. 1347 were enacted, 
spouses’ annuities would be payable in the case of about 50 percent 
of all retirement annuities outstanding at any given time under the 
Railroad Retirement Act. I know nothing as to the accuracy of that 
figure. 

Mr. Leicutry. Mr. Chairman, in connection with that, do you 
wish to see what the record shows on that now, or later? 

Senator Douaias. Just as you wish. 

Mr. Letcury. I think it is important to call attention to pages 24 
and 25 of the transcript, wherein I said that figures indicate that at 
age 65, approximately 75 percent of the men are married, and studies 
further indicate that the majority of these wives attain age 65 
during the period their husband is alive and drawing an annuity. 

I later said: ‘‘Our indications are that better than 50 percent of the 
annuitants would benefit as a result of this provision. There are no 
exact figures.”’ 

Then I went on to explain that that did not mean that all of the 
annuitants would have wives 65 years of age during their entire 
period of retirement, but sometime during their period of retirement 
their wives would qualify. 

So the over-all picture would be that 50 percent of the annuitants 
would eventually get some benefit from this provision, but it would 
not mean that at any time 50 percent of them would be receiving 
benefits, because those benefits may not yet have accrued to those 
that have retired 10 years previous to that ‘date. So the figure would 
not be 50 percent at any time. 

Mr. Sousy. I might say, Mr. Leighty, that I made my statement 
on hearsay. I didn’t hear your testimony. Someone told me that 
you had given that figure, and I am glad to have the explanation. 
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Now, I come to the question of survivor annuities. As I h 
already indicated, the present provisions of the Railroad Retiren 
Act relating to survivor annuities were patterned after those con- 
tained in the Social Sec urity Act as in effect at the time of the Cro 
Act amendments. Under the Social Security Act as then in eff 
ach survivor benefit was stated in terms of a fraction of the primar 
insurance amount of the deceased. This amount was calculated jy 
the same way as a retirement annuity, namely—and this is the 
formula—by taking 40 percent of the first $50 of the average mont)! 
wage and 10 percent of the next $200, and increasing the resulting 
sum by 1 percent for each year of coverage. 

That last item, commonly known as the annual increment factor 
was dropped out in the 1950 amendments. 

Similarly, in the Railroad Retirement Act, a survivor annuity is 
stated as a certain fraction of a so-called basic amount, determined 
by taking 40 percent of the first $75 of average monthly remunera- 
tion, and 10 percent of the next $175, and increasing the resulting sum 
by 1 percent for each year of service after 1936, That average 
monthly remuneration is a different thing from the monthly compensa- 
tion which is used under the Railroad Retirement Act for de riving 
retirement annuity. It was a new term that was invented for use in 
connection with the 1946 Crosser Act amendments to set up this 
basic amount that would correspond to the primary insurance amount 
that was used in the Social Security Act. 

That so-called average monthly compensation is determined in 
substantially the same way as the average monthly wage is determined 
under the Social Security Act. 

Senator Dovue.as. In other words, a different method of computa- 
tion was used for the survivor benefits than that used for the retire- 
ment benefits? 

Mr. Sousy. Entirely different. I will go into that a little more fully 
later, because I think it is important. 

This adjustment was said to have been intended to produce survivor 
annuities averaging 25 percent higher than those under the Social 
Security Act. The fraction of this basic amount which is used in 
determining the survivor annuity is the same in each case as the 
fraction of the primary insurance amount which was then used for 
computing the corresponding survivor annuity under the Social 
Security Act. 

In the case of a widow, the fraction is three-fourths; while in the 
case of a child or parent, it is one-half of the basic amount. Under 
the recent amendments to the Social Security Act, the fraction is 
three-fourths of the primary insurance amount for all types of survivor 
annuities. 

Under the recent amendments to the Social Security Act, the 
primary insurance amount is 50 percent of the first $100 of average 
monthly wage, plus 15 percent of the next $200, the old annual 
increment factor having been completely eliminated. And, as I 
have said, all survivor annuities are now three-fourths of this pri- 
mary insurance amount, so that the maximum in any case is now $60. 

For the purpose of survivor benefits under both the Railroad Retire- 
ment Act and the Social Security Act, employees are divided into two 
corresponding classes, namely, those who are “‘completely insured” 
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and those who are only “partially insured.’’ These are the terms used 
in the Railroad Retirement Act. 

Under the Social Security Act, the corresponding terms are “fully 
insured” and “currently insured,” respectively. 

So far as concerns the measure of the benefit to which an eligible 
survivor will be entitled, it makes no difference whether the deceased 
employee was fully insured or currently insured. The difference is 
in those who will be eligible for survivor benefits. In the case of one 
who is completely insured, any type of survivor benefit for which 
the system provides may be payable, except, I might say, in the case of 
the Social Security Act, for widowers, the deceased must not only 
have been fully insured but must also have been currently insured. 
Under the Railroad Retirement Act, those who take from a fully 
insured person include widows 65 years of age or older; widows under 
65 who have minor children in their care; children under 18 years of 
age; and parents in the absence of any eligible widow or children. 
In addition, there is a lump-sum death payment in any case where no 
one is immediately eligible for survivor annuity. Finally, the residual 
lump-sum payment to which I have referred as the tax refund, 
which was dropped out of the act at the time of the Crosser amend- 
ments, but was reinstated in 1948. 

Under the Social Security Act, the benefits now payable in the 
case of the death of a fully insured employee include all those available 
under the Railroad Retirement Act except the residual tax refund; and, 
in addition, include survivor annuities to widowers and a lump-sum 
death payment in cases where someone is immediately eligible for 
survivor annuities. 

Mr. Dorrance Bronson. Would it be appropriate if I pointed out 
that the first child, only, gets the three-quarters; not all survivors, 
but just the first child? 

Mr. Sovsy. It is stated in terms of three-fourths for a child, and 
then you have those provisions that in the case of more than one, 
they take two-thirds, and the balance is split between them; that is 
the theory. 

Then finally, they have an over-all maximum of $150 for all survivor 
benefits on account of one deceased person. But normally, they state 
the benefit for a child as being the same as for a widow, three-fourths 
of the primary insurance amount. 

One result of the 1950 amendments to the Social Security Act 
was to raise survivor annuities to the point where they are now con- 
siderably higher than those provided under the Railroad Retirement 
Act. In addition, the Social Security Act has added widowers to the 
list of those previously eligible for such annuities. 

As will be noted from the comparisons shown on the tabulation 
which I have presented, identified as Exhibit No. 3, the amendments 
proposed in S. 1347 would increase survivor annuities to a level far 
above those now payable under the Social Security Act. While for 
the time being the maximum survivor annuity payable under the 
proposed amendment would be only 25 percent higher than the 
absolute maximum of $60 payable under social security, in the course 
of time the maximum would be about 83% percent higher. 

Under the amendments proposed in 8. 1347, the method of com- 
puting a survivor annuity would be greatly simplified. Instead of 
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being stated as a certain fraction of a so-called basic amount, it would 
be stated simply as being the sum of 40 percent of the first $100 of 
the “average monthly remuneration,” plus 10 percent of the balance 
up to a total of $400, plus $1 for each year of service after 1936. Thic 
is the formula where the annuity is based entirely on railroad servic 

Where any service under the Social Security Act is included, (ly 
10 percent factor would apply only to the balance of the averagy 
monthly remuneration up to a total of $300. 

Except for the difference in the earnings to be included, up to $400 
per month in the one case and up to $3,600 per year in the other, the 
average monthly remuneration is to be determined in the same Way 
as the average monthly wage is determined under the Social Security 
Act. Right at the moment, of course, no one would have average 
monthly remuneration in excess of $300, and no one would have more 
than 15 years’ service since 1936, so that the maximum survivor 
annuity under the amendment proposed in S. 1347 would, for the 
time being, be $75, as compared with the maximum under the Social 
Security Act of $60. In other words, exactly 25 percent higher, for 
the time being. 

The maximum under the Railroad Retirement Act, however, will 
increase from year to year, and for a man with 45 years of railroad 
service and average remuneration of $400 per month, it would amount 
to $115, or almost twice the maximum payable under the Social 
Security Act. Even under a maximum wage of $300 per month, 
maximum creditable wage, which is to be used when service under 
both acts is included, the maximum will reach $105. 

I might say that the comment which I have made as to the effect 
which the method of computing the average monthly wage under th: 
Social Security Act has in reducing retirement annuities awarded 
under that act, does not apply to anything like the same extent in 
the case of survivor annuities. There are several reasons for this 
One is that for the purpose of computing survivor annuities, the wage 
closing date is the date of retirement or date of death, whichever 
comes first. Where it is the date of death, as it is in perhaps a majority 
of cases, the period from starting date to wage closing date, which is 
used as the divisor in determining the average monthly wage, is apt 
to include much less noncompensated time than when the closing date 
is the date of retirement. 

Another reason is that, as the result of the Crosser Act amendments. 
all survivor annuities awarded on account of the death of persons who 
have service under both acts are based upon such combined service. 
This also tends to lessen the amount of uncompensated time between 
starting date and closing date, in many instances. 

Senator Dovatas. Let me get this clear. Is it possible for a person 
to get both a retirement annuity under social security and under 
railway retirement? 

Mr. Sousy. Oh, yes. They are wholly separate. There is no 
correlation. 

Senator Dovatas. Is it possible to get both as survivor annuities? 

Mr. Sousy. No. They are combined. I cover that in a moment. 
Here is the statement that covers that: 

Where at the time of death an employee had a current connection 
with the railroad industry, the survivor annuities are awarded under 
the Railroad Retirement Act based on his service under both acts. 
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Where he did not have such connection, they are awarded under the 
Social Security Act, but again based on his service under both acts. 
For this reason, the average monthly remuneration in the one case or 
the average monthly wage in the other will generally come somewhat 
nearer representing the employee’s actual average earnings up to 
$300 per month while he was working, than is generally true of the 
average monthly wage used in computing retirement annuities under 
the Social Security Act. 

The point there, Mr. Chairman, is simply that there are frequent 
cases of a person having more or less creditable employment under 
each act, so you use the same closing dates and starting dates for 
computing the average monthly wage, but you simply have less non- 
compensated time when you combine them in many cases than you 
would otherwise have. It doesn’t eliminate the effect of it completely, 
but tends to reduce it to some extent 

As I say, there is no such integration of the two systems with respect 
to the basic retirement annuities. Each goes on its own hook entirely. 

[I almost feel like apologizing for my exhibit No. 3. It is the folded 
one. It contains so many columns and figures as to be somewhat 
difficult to follow. Once it is observed, however, that the four triple- 
row columns at the right merely contain index numbers showing the 
relationship between the figures in the corresponding four-row columns 
at the left, it is not quite so hard to follow. You notice those index 
numbers have only three rows, whereas the corresponding columns on 
the left have four rows. That is because they are related always to 
the Railroad Retirement Act benefits, which are taken as 100. So 
you show the index numbers only for the other three items. 

The exhibit fully bears out my statement that, whereas at the time 
they were established by the Crosser Act amendments, the survivor 
annuities under the Railroad Retirement Act were about 25 percent 
higher than those payable under the Social Security Act, they are now 
considerably lower as the result of the 1950 amendments to the Social 
Security Act. The previous difference in favor of social security is 
not so great in the case of annuities to the widow as it is in the case 
of those to children and parents. This is because under the Railroad 
Retirement Act, as previously under the Social Security Act, annuities 
payable to children and parents are only two-thirds of those payable 
to widows. In other words, they, as 1 say, were one-half of the basic 
amount, whereas the widow is three-fourths of the basic amount; 
whereas, under the 1950 amendments to the Social Security Act the 
annuities to widows were materially increased, and those to children 
and parents were raised to the level of the widow’s annuity. 

I think it sufficient comment on exhibit 3 to call attention to the 
tremendous increase which S. 1347 would make in survivor annuities. 
In the case of widows’ annuities, the lowest increase shown is 66 per- 
cent, and they range all the way from that figure up to 120 percent. 
In the case of annuities to a widow and one child, the increases range 
from a low of 100 percent to a high of 165 percent. For a widov and 
two children, the range is from 90 percent to 152 percent. That is the 
increase over the present corresponding benefits. For a widow and 
three children, they range from 64 percent to 146 percent. In all cases, 
the annuities proposed in S. 1347 would be far above those now pay- 
able under the Social Security Act. 
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On the other hand, I think it is interesting to note how closely the 
survivor annuities proposed in S. 1353 wou!d, in a great majority of 
instances, approximate those now payable under social security. 

That tends to indicate that those now payable under social security 
must average not much over 25 percent higher than those now payable 
under the Railroad Retirement Act, since the increase proposed i 
that bill, 5. 1353, which is a little over 25 percent, would bring them 
up to just about the new social security level in general. There would 
be variations from that. 

I come now to the last subject that I discuss, and that is the lump- 
sum death payments. When it comes to its proposals with respect 
to the type of survivor benefit commonly referred to as lump-sum 
death payments, 5. 1347 is even more extravagant than in the case of 
survivor annuities. As I have previously stated, at the time of the 
Crosser Act amendments in 1946, the Social Security Act provided 
for a lump-sum death payment only in a case where there was no 
one immediately eligible for survivor annuities. The amount of the 
payment was fixed at six times the primary insurance amount of the 
a 1d employee. Although the so-called basic amount for which 
the Crosser Act amendments provided as a basis for determining 
survivor annuities was already about 25 percent greater than the 
corresponding primary insurance benefit under the Social Security 
Act, the Crosser Act amendments nevertheless provided for a lump- 
sum death payment under the same conditions as were prescribed in 
the Social Security Act, equal to eight times the basic amount. In 
other words, the lump-sum death payments under the Railroad Retire- 
ment Act at present are over 66% percent higher than those originally 
provided for in the Social Security Act. 

On the other hand, those now provided for under the Social Security 
Act, on the average, are somewhat lower than those in effect prior to 
the 1950 amendments. They are now only three times the primary 
insurance amount as compared with six times such amount under the 
act as previously in effect. 

While the 1950 amendments greatly increased the primary insur- 
ance amount, they fell considerably short of doubling it. In fact, it 
is understood that the increase averaged about 77% percent. The 
liberalization in the lump-sum payments took the form of a liberali- 
zation of the conditions under which they are payable and not a 
liberalization of the measure of the payments. 

As a result of the 1950 amendments, the Social Security Act now 
provides, as I have said, for a lump-sum death payment equal to 
three times the primary insurance amount of every deceased employee 
who was either fully or partially insured, regardless of whether there 
is anyone immediately eligible for survivor annuities. 

Senator Dovatas. That is really a funeral benefit? 

Mr. Sousy. Strictly that, as I understand the history of it. I men- 
tion that later. 

The maximum payable in any case is thus $240. Under the act as 
previously in effect, the maximum at the time of the 1950 amendments 
was about $250, but was subject to increase from year to year as the 
result of the annual increment factor which was then used in comput- 
ing the primary insurance amount, and which has since been aban- 
doned. The payment is definitely designed primarily to meet funeral 
expenses. 
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Under the present Railroad Retirement Act, the lump-sum death 
payment, payable only when there is no one immediately eligible for 
survivor annuities, may amount to as much as $437, or over 80 percent 
higher than the maximum now payable under the Social Security Act. 
Moreover, the maximum payable under the Railroad Retirement 
Act will increase slightly each year, due to the annual increment 
factor used in computing the basic amount. The actual average of 
all the lump-sum death payments now being made under the Railroad 
Retirement Act is much greater than the absolute maximum payable 
under the Social Security Act. According to the Board’s 1950 annual 
report, the average of all such payments in 1949, consisting of 22,963, 
was $307, as compared with the social-security maximum of $240. 
The same report shows that in addition to the 22,963 lump-sum death 
payments averaging $307 each, the Board also made 9,633 payments, 
averaging $439 each, under what I have referred to as the tax-refund 
provision. 

I might state that the Meyers report, to which I have previously 
referred, shows for lump-sum death payments that as of June 1950, 
the actual payments under the old law were averaging $168. He 
estimates that in 1951, the payments will average between $143 and 
$146. That bears out my statement that the 1950 amendments, 
while making them payable to more people, actually reduced the 
measure of them slightly. 

Instead of providing for a single lump-sum amount to be payable 
in all cases, as the Social Security Act now provides, S. 1347 takes 
three separate shots at the matter. It proposes one measure of benefit 
when no one is immediately available for a survivor annuity, another 
measure when someone is so available, and still another measure 
when the total amount paid to survivors within the first year following 
the death of the employee does not amount to as much as the lump- 
sum payable when no one is immediately available for survivor 
annuities. 

In cases where no one is immediately available, the bill provides 
for a lump-sum death payment in an amount 12 times the amount 
of the survivor annuity. The maximum which would be payable 
under the provision now would be $900. Ultimately, the maximum 
would be over $1,300. 

In cases where someone is immediately eligible for survivor annui- 
ties, the lump-sum death payment is to be four times the survivor 
annuity. Right now, the maximum would be $300, and ultimately 
would be over $440, in both instances considerably above the maxi- 
mum payable under the Social Security Act, even when no one is 
eligible for survivor annuities. 

The third shot which the bill takes at the subject is to provide that 
in cases where only four times the survivor annuity is paid, if during 
the year immediately following the death of the employee total addi- 
tional payments to survivors do not amount to as much as 8 times the 
survivor annuity, the difference shall be paid ina lump sum. I might 
state that the present act contains a somewhat similar provision. It 
provides that where a lump sum is not payable on the death of an 
employee because someone is immediately eligible for a survivor an- 
nuity, if within a year after the employee’s death payments to his 
survivors do not needa to as much as 8 times his basic amount, the 
difference shall be payable in a lump sum. 
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The free-handed way in which the larger of these three types 
lump-sum payments was arrived at by the drafters of S. 1347 w 
explained by a preceding witness. I think it was Mr. Leighty aga 
He said that, since the amendments in simplifying the computati: 
of survivor annuities would do away with the so-called basic amount 
now used for that purpose, it was necessary to find a new way to de- 
termine the lump-sum death payments, and it was decided to relat, 
them directly to the survivor annuities. Here the draftsmen of th 
bill were confronted with the fact that under the present act a widow 
survivor annuity is only three-fourths of the basic amount, so that ; 
lump-sum death payment equal to 8 times the basic amount is a great 
deal more than 8 times a survivor annuity, which is only three-fourth 
of such basic amount. In fact, it is 10% times. However, 10% is : 
very awkward figure, and since, after all, there are 12 months in 
vear, it was decided to round out the 10% to 12, and make the deat} 
payment 12 times the survivor annuity. They completely ignored 
the fact that the survivor annuities which they were proposing, in 
stead of being only three-fourths of the old basic amount, were ove: 
one-half again as large. The result is that the lump-sum death pay- 
ment now proposed to be made where no one is available for a survivo! 
annuity, would in practically every instance be over twice as large as 
the one now provided for in the Railroad Retirement Act. 

My exhibit 4 shows the situation with respect to lump-sum death 
payments as now provided for in the Railroad Retirement Act and th: 
Social Security Act, and as proposed in the two bills. I think it is 
sufficiently self-explanatory to call for little comment. 

I think it sufficient to call attention to the level of the lump-sum 
death payments which would result from the changes proposed in 
S. 1353. That bill would leave such payments to be made, as now, 
only in cases where no one is immediately eligible for survivor an- 
nuities. It proposes, however, to increase the present basic amount 
on which the lump-sum death payme nt depends, somewhat more than 
25 percent. Just how much more, it would be difficult to state. This 
is because, in addition to making an increase of 25 percent in each of 
the two percentage factors used in computing the basic amount, it 
proposes to add $50 to the maximum amount to which the lower of the 
two percentage factors is to be applied, As shown by my exhibit, 
the payments proposed under S. 1353 would in all cases be considerably 
more than double those payable under social security. 

That completes my statement, Mr. Chairman. 

Senator Dovetas. Mr. Souby, may I ask a question on exhibit 4. 
I am a little mystified by the subcolumn headings, “No takers,”’ 
“Takers,” “Unconditional,”’ and so forth. 

Mr. Sousy. I should have explained that. 

I was handicapped in trying to find a label for those columns. 
Where I say ‘No takers,’’ it means there is no one immediately avail- 
able for survivor’s annuity. ‘Takers’? means there is someone im- 
mediately available. It was a makeshift terminology that was adopted 
in the absence of something better. 

Senator Doveias. What does “Unconditional” mean? 

Mr. Sovusy. That is that they are payable on either condition. I 
should have gone into that, but I overlooked it. I know I labored 
over it, trying to find labels to use. 

Senator Doveias. Thank you very much. 

Mr. Sovusy. Thank you, Mr. ¢ ‘hairman, for your patience. 

(The tables referred to in Mr. Souby’s testimony are as follows:) 
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Actual monthly earnings 
Monthly 
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r more 
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25 year 
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105 

or more... 120 


0 years 


$100 $63 
$150 oa 90 
$200 ' 4 ‘ ‘ 108 
$250 2 126 
$300 or more 144 


35 years of service 
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$150 ; ee 5 105 
$200 . 126 
$250 7 147 
$300 or more... ; 168 


40 years of service 


$100___ ie $84 
$150 . a darth taieaaasaeel 120 
$200 ‘ a ; 144 
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43 years 


$100 ss : : $90 
$150 See Ba 129 58 
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Exuipit 2.—Retirement annuities payable at specified wage and service levels 
the Railroad Retirement Act, as now in effect, and under proposed amendm 


Proposed annuity 


Present . - 


Average monthly co en sé 
Average monthly compensation annuity 


8 


1347, Percent 
H. R. 3669 increase 











10 years of service 


- 61 MM, 
$200 . 36 65 80 5 





$250 42 72 71 53 
$300 i 4s 80 | 66 60 
$350 48 80 66 60 
$400 48 80 66 60 


15 years of service 






























$150__- ’ $54 | $62 14 $68 
$200... - > 54 62 15 68 
$250 . : | 63 72 14 79 
$300. <i 72 83 15 | 90 | 
$350 72 93 29 90 

7 104 44 








20 years of service 





$150 $60 | $68 | 13 | 75 | 

$200... 72 82 | 13 | 90 

$250 S4 96 | 14 | 105 

$300 96 | 110 14 | 120 | 2 
$350 -— : seal 96 124 29 120 


$400 96 | 138 43 | 120 


ars of service 


30 years of service 


$113 | 2 


$150 eeneabenaecind hes : $90 | $102 | 13 

$200... lle aa tinea tithe % 108 | 123 13 | 135 2 

oa eee ‘ 126 | 144 14 | 158 | 2 

$300 ’ sil iBecie’ ge eee ie 144 | 165 | 14 | 180 2 
| 


$350 a asanatildaiedisait is 144 186 | 29 180 
ipvecncsnecanhben 207 








35 years of service 


$119 


$200... Pe ony ene 126 144 | 14 158 | 

$250 i amas 147 | 168 14 184 | 2 
$300... a eta 168 | 192 | 14 | 210 | 2 
Ree a ee era 168 | 217 | 29 | 210 | 25 


949 | | 
242 





40 years of service 








$150__. ; i $120 $136 | 13 $150 | 2 
$200... in ieee 144 164 | 13 | 180 | 2 
$250. - . aes 168 | 192 14 | 210 25 
$300_. 7 ‘ os i 192 | 220 | 14 240 | 25 
$350 - - + ‘ 192 248 | 29 240 25 
$400 192 276 | 43 | 240 | 25 
45 years of service 
$150... 7 E $135 $153 | 13 $169 25 
$200 ‘ 162 185 14 203 7 


) 

$250. . . . 189 216 14 236 | 2 

$300 4 216 248 15 270 2: 

$350 4 i 216 279 29 270 25 
> 


$400... ‘ aot 216 311 | 44 270 
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Exurpir 4.—Lump-sum (survivor) benefits payable at specified wage and s 
levels under the Railroad Retirement Act, the Social Security Act, and pro 
amendments to the Railroad Retirement Act 


$150 
$200 
$250 
$300 
$350 
$400 


Average monthly com- 
pensation or wage 


Railroad Retirement 
Act 


No takers | 


$390 
442 
44 
494 
494 
494 


Social 
Security 
Act 
Uncondi- 
tional 


8. 1347, H. R 


No takers 


10 years of service 


$173 


195 


218 | 


240 | 
240 
240 


$660 
720 
780 
840 
900 


960 


15 years of service 


$173 
195 | 
218 
240 
240 


240 | 


$720 
780 


840 | 


900 
960 
1, 020 


20 years of service 


$173 | 
195 
218 
240 | 
240 
240 


780 
840 
900 
960 
1, 020 
1, 080 


25 years of service 


$173 
195 
218 
240 
240 
240 | 


$840 
900 
960 
1, 020 
1, 080 
1, 140 


30 years of service 


$900 
960 
, 020 
, O80 
, 140 
, 200 


35 years of service 


$173 
195 
218 
240 | 
240 
240 


$960 
1, 020 
1, 080 
1, 140 
1, 200 
1, 260 


ears of service 


$173 
195 
218 
240 
240 
240 


$1, 020 
1, O80 
1, 140 
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1, 260 
1, 320 


3669 


Takers 


$300 
320 
340 
360 
380 
400 
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Senator Dovetas. The third witness is Mr. J. Elmer Monroe. 

[ am going to suggest that we take a recess of 5 minutes before you 
begin. 

Brief recess. ) 

Senator Doucias. We will reconvene. 

Before Mr. Monroe starts testifying, I will ask to have inserted in 
the record at the appropriate point four letters addressed to me by 
Mr. Matscheck, two of them in response to questions which I raised, 
one in response to a question raised by Mr. Carter, and the fourth 
in response to questions raised by Mr. Fort. Copies of the replies 
in the latter two instances have been furnished to the gentlemen in 
question. 


Now, Mr. Monroe. e 


TESTIMONY OF J. ELMER MONROE, ASSISTANT VICE PRESIDENT 
AND ASSISTANT DIRECTOR, BUREAU OF RAILWAY ECONOMICS, 
ASSOCIATION OF AMERICAN RAILROADS, WASHINGTON, D. C, 


Mr. Monroe. Mr. Chairman, my name is J. Elmer Monroe. I am 
assistant vice president and assistant director of the Bureau of Railway 
Economics, Association of American Railroads, with offices in the 
Transportation Building, Washington, D. C. 

[ have been on the staff of the bureau since October 1913. I 
occupied the position of statistician from 1923 through March 1941; 
[ became assistant director of the bureau in April 1941, and was 
appointed assistant vice president in May 1948. 

For many years, I have been actively engaged in analyzing railroad 
statistics and accounts. 

My statement, in the main, deals with S. 1347. I will discuss the 
costs already incurred in connection with the present Railroad Retire- 
ment Act, the cost of the proposed legislation, the amount of the 
proposed increase in payroll taxes, and the effect of such increased 
taxation on the railroad industry. 

[ am not an actuary, but have heard most of the testimony sub- 
mitted to this committee, and have discussed the various cost calcula- 
tions with the actuarial staff of the Railroad Retirement Board. 

First of all, and as Mr. Fort has already pointed out, all parties 
believe that the railroad retirement system should be maintained 
on sound financial principles. 

Mr. Leighty said: 

Railroad employees feel very strongly that the tax rates now in effect for the 
support of the railroad retirement system should not be increased. 


He further stated: 

At the same time railroad employees feel equally strongly that the financing 
of the railroad retirement system must be maintained on a sound basis. 

Mr. Leighty also said: 

Necessarily, however, in a prudently financed system the extent to which bene- 
fits can be increased is limited by the prospective revenues coming into the 
system, 


Mr. Robertson said that the four operating brotherhoods have con- 
cerned themselves with the maintenance of the system on sound finan- 
cial principles, and further stated: 


* * * if it be proven necessary to reduce our over-all request for a 25-per- 
cent increase in benefits to retired employees in order to maintain the system on 
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Exutnit 4.—Lump-sum (survivor) benefits payable at specified wage and 
levels under the Railroad Retirement Act, the Social Security Act, and pre 
amendments to the Railroad Retirement Act 


Railroad Retirement Social 
Average monthly com- Act oe 
pensation or wage . _ 


8. 1347, H. R. 3669 


. | : Uncondi- | 
No takers Takers | tional | No takers Takers 
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10 years of service 


73 $660 
195 720 
218 | 780 
240 | 840 
240 900 
240 960 | 

| 

15 years of service 


$173 | $720 
195 | 780 
218 | 840 | 
240 | 900 | 
240 960 | 
240 1, 020 | 


[Alte 


20 years of service 


| 

$173 | $780 | $260 
195 840 280 
218 | 900 300 
240 | 960 320 | 
240 1, 020 | 340 
240 | 1, 080 | 360 

| 


25 years of service 





$150__- o7e ae $840 $280 
$200 “ 42 a 195 | 900 300 
$250 . D icakeatuban 218 960 320 
$300 iniateipdutiles 240 1, 020 340 
$350 . f — 240 1, 080 360 
$400 sooun 5 paiba 240 | 1, 140 | 380 | 


30 years of service 


$390 : | $900 $300 
442 195 960 320 
494 ‘ . 218 1, 020 340 
494 seen afte 240 1, 080 360 
44 . . 240 1, 140 380 
404 . 240 1, 200 


35 years of service 


$173 $960 
195 1, 020 
218 1, 080 
240 | 1, 140 | 
240 1, 200 
240 1, 260 





$1, 020 
1, 080 
1, 140 
1, 200 
, 260 
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Senator Dovatas. The third witness is Mr. J. Elmer Monroe. 

I am going to suggest that we take a recess of 5 minutes before you 
begin. 
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in response to questions raised by Mr. Fort. Copies of the replies 
in the latter two instances have been furnished to the gentlemen in 
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Now, Mr. Monroe. e 
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Mr. Monroe. Mr. Chairman, my name is J. Elmer Monroe. I am 
assistant vice president and assistant director of the Bureau of Railway 
Economics, Association of American Railroads, with offices in the 
Transportation Building, Washington, D. C. 

I have been on the staff of the bureau since October 1913. I 
occupied the position of statistician from 1923 through March 1941; 
[ became assistant director of the bureau in April 1941, and was 
appointed assistant vice president in May 1948. 

For many years, I have been actively engaged in analyzing railroad 
statistics and accounts. 

My statement, in the main, deals with S. 1347. I will discuss the 
costs already incurred in connection with the present Railroad Retire- 
ment Act, the cost of the proposed legislation, the amount of the 
proposed increase in payroll taxes, and the effect of such increased 
taxation on the railroad industry. 

[ am not an actuary, but have heard most of the testimony sub- 
mitted to this committee, and have discussed the various cost calcula- 
tions with the actuarial staff of the Railroad Retirement Board. 

First of all, and as Mr. Fort has already pointed out, all parties 
believe that the railroad retirement system should be maintained 
on sound financial principles. 

Mr. Leighty said: 

Railroad employees feel very strongly that the tax rates now in effect for the 
support of the railroad retirement system should not be increased. 


He further stated: 

At the same time railroad employees feel equally strongly that the financing 
of the railroad retirement system must be maintained on a sound basis. 

Mr. Leighty also said: 

Necessarily, however, in a prudently financed system the extent to which bene- 
fits can be increased is limited by the prospective revenues coming into the 
system, 

Mr. Robertson said that the four operating brotherhoods have con- 
cerned themselves with the maintenance of the system on sound finan- 
cial principles, and further stated: 

* %* * if it be proven necessary to reduce our over-all request for a 25-per- 
cent increase in benefits to retired employees in order to maintain the system on 
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sound financial principles at presently provided tax rates on current taxable n 


mums, we will yield to the facts and reduce our request to the percentage fi 
dictated by the taxable payroll ceilings. 
Then you have the Railroad Retirement Board itself saying: 


The added benefits and the method of financing them must be such as not 
affect the financial soundness of the system. (Board letter of April 24 to Senator 


Murray.) 

In addition, a member and an associate member of the actuarial] 
advisory committee have expressed the view that increases in benefits 
should not be such as to place the retirement account fund on an un- 
sound basis. 

Mr. Latimer was more emphatic when he said that the safety of the 
system should not be endangered. 

With these preliminary remarks, I proceed to discuss the two tables 
transmitted to the chairman under date of May 5, 1951, by M: 
Walter Matscheck, Director of Research, Railroad Retirement Board 
Those two tables were supplied as the result of a request contained in 
Mr. Fort’s letter of April 30, 1951, to the chairman. For convenient 
reference, I have reproduced those two tables and have attached them 
to this statement. 

Table 1 relates to the cost of the present Railroad Retirement Act, 
stated in terms of a percentage of the taxable payroll. Table 2 re- 
lates to the cost of S. 1347. 

Discussing table 2 first, the first column of figures are identical with 
those submitted to the committee by Mr. Musher and made a part 
of the record on M: ay 1, 1951. Mr. Musher described those calcu- 
lations as “realistic.” The “net cost’ of S. 1347 is shown as 14.12 
percent, based on a level payroll of $5.2 billion. 

As the committee knows, that figure of net costs—14.12 percent 
takes into account (a) all the benefits provided by S. 1347, (b) the 
elimination from railroad retirement coverage of all employees who 
will have less than 10 years of railroad service, and (c) the contem- 
plated net transfer of funds between the Railroad Retirement Board 
and the Social Security System. 

The second column of figures shown on table 2 reflect. the benefit 
provisions of S. 1347, but ‘do not take into account the reinsurance 
feature whereby the Social Security System would assume certain 
obligations. In other words, it does not take into account the con- 
templated savings as a result of: 

(a) Eliminating people with less than 10 years of service; 

(b) The change in the post-retirement work clause provision; and 

The net reimbursement to the railroad retirement account from 
the old-age and survivors insurance trust fund. 

Thus, tables 1 and 2 give us four types of level costs, each stated 
as a percentage of the payroll: 


Percent 
1. Cost of present Railroad Retirement Act_---- duns bac . 12. 60 
2. Net cost of S. 1347 ‘ : 14. 12 
3. Net cost of S. 1347 without integration with social security, but with 
present work-clause provisions . 17. 08 
4. Net cost of 8. 1347, without integration but with work-clause provision 
of 8S. 1347 , ; 16. 14 


I might say, Mr. Chairman, tha at that Genes ot 16. 14 percent is 
shown in the footnote of the table, footnote No. 2. 

cy: the payroll tax rate for railroad retirement purposes 
(from January 1, 1952) is set at 12.50 percent; the cost of the present 
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Railroad Retirement Act is calculated by Railroad Retirement Board 
actuaries at 12.60 percent; the net cost of S. 1347 is calculated at 
14.12 percent; the cost of S. 1347 without the contemplated rein- 
surance provisions and changes in the work clause is calculated at 
17.08 percent. ‘The latter figure is nearly 37 percent greater than the 
tax rate of 12.5 percent. 

If benefits are to be increased, then the necessary funds must be 
secured from the contemplated reinsurance features of the bill. 
Increased benefits should not exceed the funds available. 

The net increase in the railroad retirement fund that may be ex- 
pected by the contemplated elimination of railroad retirement benefits 
to employees of less than 10 years’ service, the reinsurance of railroad 
employees with 10 vears or more of service, and the change in the post- 
retirement work clause provision of the present law which would be 
made by S. 1347, has been calculated, by Railroad Retirement Board 
actuaries, at 2.96 percent of the payroll (17.08 percent minus 14.12 
percent), made up as follows: 

Relieving railroad retirement fund of benefit payments for em- 
ployees of less than 10 years of service—1.77 percent, savings as 
percent of payroll. 

Now, Mr. Chairman, I might say that is not the net savings, as it 
does not take into account the tax transfer from the railroad retire- 
ment Board to the social security fund. The taxes are netted initem 2. 

Net reimbursement to railroad retirement account for social 
security benefits adjudicated by Railroad Retirement Board according 
to social security formula, less taxes paid social security, 0.25 percent, 
savings as percent of payroll. 

3. Change in work-clause provision, 0.94 percent savings as percent 
of payroll, making a total of 2.96 percent. 

Mr. Robertson in his statement said: 

The railroad retirement system was originally conceived as a self-supporting 
system, and it is still generally and rightly regarded as self-supporting (p. 21). 
Let us see if this statement would hold good if S. 1347 were enacted. 

Testifying as to why the railroad retirement system absorbed the 
20-percent increase in benefits granted in 1948, Mr. Musher said there 
was a “‘little fat’’ in his estimates at that time, by reason of the fact 
that he used an estimated level payroll of $3.5 billion. He said that 
was & conservative pavroll, as the economists had advised a payroll 
ranging from $3.75 billion to $4.25 billion. 

Subsequently, Mr. Musher made his cost calculations on a pay- 
roll of $4.6 billion, the midpoint of the payroll range supplied by the 
economists, the economists having estimated a payroll of from $4.2 
billion to $5.0 billion. 

Then, Mr. Musher testified that the— 


gravy that was available for the third valuation * * * is not longer present 
in connection with the present amendments, because we are now, in accordance 
with the best judgment of the economists, not working with any margin in the 
payroll (p. 189). 


Mr. Robert D. Holran, member, actuarial advisory committee, 
Railroad Retirement Board said: 

I think Mr. Musher indicated that they (the cost estimates) were to be taken 
in any event as pretty nearly minimum estimates, without any appreciable 


intentional margin of safety. That is, you might say, it was at the low end of the 
range of plausible estimates, and that it would be very unlikely, in my opinion, 
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that the costs would be less and quite likely that the costs would be somewhat 
more (pp. 302-303). 

Mr. Donald M. Overholser, associate member, actuarial advisory 
committee, said: 

I agree with Mr. Holran on instinct, which isn’t worth much in testimony, that 
the figures are probably representative, but with very little, if any, margin of 
conservatism (pp. 355-356). 

I am willing to say that I agree with this table as a reasonable representation on 
the low side (p. 356). 

Mr. Overholser went on to say that if S. 1347 were enacted, 


the plan would go on the rocks (p. 356). 


Mr. D. C. Bronson, actuary for the operating brotherhoods, indi- 
cated that the present calculated income of the Retirement Board 
would not support increased benefits, unless in the cost estimates a 
tolerance of at least 1 percent (of the payroll) were taken into account. 

The chairman propounded to Mr. Musher the question: 


Is it true that in your computations you generally overstate costs by 1 per- 
centage point? 


and Mr. Musher replied: 
We state it as accurately as possible, to the hundredth percent (pp. 501-502). 


I might say, Mr. Chairman, that the record shows Mr. Musher saying 
that, but I am not so sure that Mr. Matscheck did not say that. 

Senator Dova.as. I thought I saw Mr. Matscheck coming into the 
room. Have you come to this passage on page 7? 

Mr. Marscueck. Mr. Chairman, I said that. 

Mr. Monroe. It would appear, from these statements by Messrs. 
Musher, Holran, Overholser, and Bronson, that the present retire- 
ment fund, unless augmented, will not support the increased benefits 
provided in 8. 1347. 

Table 2 of my statement relates to the costs of S. 1347 after taking 
into account the proposal that railroad retirement payroll taxes be 
levied on wages up to $400 per month per employee. ‘The present 
Railroad Retirement Tax Act levies the payroll tax on wages up to 
$300 per month per employee. 

Mr. Robertson asked that— 
neither tax rates already provided nor taxable monthly compensation be increased 
(p. 9). 

Mr. Fort clearly stated the position of the railroads as opposed to 
increased payroll taxes. 

In order to place before the committee the costs of S. 1347 on the 
basis of a taxable payroll up to $300 per month per employee, instead 
of the proposed $400 limit, I asked the actuaries of the Railroad 
Retirement Board to supply such figures. Those data were furnished 
to me by Mr. Matscheck, and are attached to my statement as table 3. 

Table 3 shows a net cost of benefits under S. 1347, on the basis of a 
$300 monthly compensation limit, as 14.30 percent. Without social 
security integration, the net cost is shown as 17.39 percent of the 
payroll. As shown by footnote 2 on table 3, the net cost without 
social security integration and with the work clause of 5. 1347, the net 
cost becomes 16.44 percent. These costs are somewhat higher than 
those shown by table 2. 

The present payroll tax rate for railroad retirement, divided equally 
between employer and employee, is 12 percent; that rate increases, 
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inder the present law, to 12% percent on January 1, 1952. The bill, 
S. 1347, would have the present rates apply not only to wages up to 
$300 per month per employee, but to all earnings up to $400 per month 
per employee. 

Insofar as railroad employees are concerned, the higher rated 
workers would bear the burden of the increased tax. 

In order to determine the increase in the tax burden, I asked 10 large 
railroads to calculate what additional payroll tax they would have 
paid for the month of March 1951, had their payroll tax rate, 6 percent, 
applied to wages up to $400 per month per employee. Those 10 
railroads employ about 43 percent of the employees of all class I 
railroads in the United States. 

The study made by the 10 railroads showed that 46 percent of all 
employees on the payroll received wages of $300 or less; about 33 per- 
cent of the total received wages ranging between $300 and $400; about 
21 percent earned wages of more than $400 during the month. 

The study further showed that the additional payroll tax which 
would have been paid by the railroads as employers had the tax 
applied to wages up to $400 per month per employee, would have been 
13 percent over present payroll taxes. That is, raising the taxable 
limit from $300 to $400 would increase the payroll tax by 13 percent. 

For the month of March 1951, all class I railroads, as employers, 
paid a retirement payroll tax of about $21,320,000. Thus, for class I 
railroads as a whole, the increased tax burden would approximate 
$2,772,000 per month, or about $33,264,000 on an annual basis. 

As already indicated, this increase in the tax burden is calculated 
on the basis of the present payroll tax of 6 percent, and on the basis of 
wage rates effective in March 1951. Those wage rates are now at a 
higher level, beginning April 1, and the tax will increase to 6% percent 
from January 1, 1952. Thus, the increase in the tax burden on the 
railroads would be slightly greater than $33,264,000 per year. 

A similar burden aggregating more than $33,264,000 per year 
would also be placed upon those employees whose wages are in excess 
of $300 per month. 

Insofar as the employees are concerned, the increased tax will only 
be paid by about 54 percent of the employees on the rolls, being those 
employees whose monthly earnings are in excess of $300 per month. 

What this means is that class I railroads as employers will find 
their gross operating costs increased by mere than $33,264,000 per 
annum, and that the higher paid employees will also be further 
taxed in the sum of more than $33,264,000 per annum. 

The economy of the United States, since the close of World War IT, 
has been operating at record-breaking peacetime levels. The rail- 
roads have been participating to some degree in this high level of 
business activity from the standpoint of volume of freight traffic. 
Unfortunately, however, they have not been able to participate to 
any great extent, from the standpoint of net earnings. In fact, their 
earnings during the postwar period have been less than those earned 
during the late 1920’s notwithstanding the fact that the volume of 
business handled during the postwar years has been 40 percent higher 
than during the late 1920’s. 

For example, during the 5-year period, 1926 through 1930, the 
period immediately preceding the depression of the 1930’s, gross 
revenues of the railroads averaged $6,038 million per year, net railway 
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operating income averaged $1,115 million per year, and net income 
after all ‘charges averaged $738 million per year. 

Senator Doveras. Would that be after interest on bonds? 

Mr. Monroe. The net income is after interest on bonds; yes, sir, 
Mr. Chairman. 

Although the postwar gross revenues of the railroads, for the 5 
years, 1946-50, increased to an average of $8,808 million per year 
net railway operating income declined to an ave rage of $826 million 
and net income to an average of $537 million. These figures are 
shown in the following table. 

Mr. Chairman, could I have this table copied into the record, on 
page 12 of my statement? 

Senator Dovatas. Yes. 

(The table referred to follows:) 


Gross revenues and net earnings 





- Railroads of class I in the United States 


1 ati | Net railway | Net income 
Year Total operating 


: . operating | (after 
enues | 
| revenue income 


charges) 








1926 $6, 382, 939, 546 | $1, 213, 089, 966 $809, 054, 202 
1927 6, 136, 300, 270 1, 067, 985, 495 672, 899, 809 
1928 6, 111, 735, 511 1, 172, 864, 100 786, 823, 584 
1929 6, 279, 520, 544 1, 251, 697, 938 | 896, 806, 611 


5, 281, 196, 870 868, 878, 773 523, 907, 472 








Average | 6,038, 338, 548 , 114, 903, 25 
1946__. 7, 627, 650, 517 620, 120, 069 
1947 | §' 684,918,252 | 780,694,270 
1948 9, 671, 721, 893 1, 002, 010, 549 | 
1949 8, 580, 142, 406 686, 487,380 | 
95 , 473, 210, 788 | 1,039, 834, 97 








Average 





, 807, 528, 771 825, 829, 537, 120, § 





Mr. Monroe. In other words, notwithstanding a 45.9 percent 
increase in average gross revenues in the postwar years over that 
taken in during the 1926-30 period, the average postwar net income of 
the railroads has been 27.2 percent less than that earned during the 
1926-30 period. 

All these figures, Mr. Chairtaan, relate to the class I line-haul 
companies. 

Senator DouGtas. ae Task this: Is this after fixed charges such 
as interest on bonds, or is it after taxes but before interest on bonds? 

Mr. Monroe. The item of net railway operating income is after 
taxes. 

Senator DouG.ias. After taxes. 

Mr. Monroe. The item of net income is after all charges. 

Senator Dovatas. Available for distribution to stockholders or 
improvements. 

Mr. Monror. It is the net corporate income available for improve- 
ments, dividends, and other corporate purposes. 

The railroads are earning a very low return on their net investment 
in transportation facilities. The return in the postwar years 1946-50 
was only 3.51 percent. 

Senator Doug tas. Now, are you taking the last column as the basis 
for that? 

Mr. Monror. No, sir, in computing the rate of return on invest- 
ment, Mr. Chairman, you use the item of net railway operating income 
before interest. 
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In 1950, it was 4.22 percent, as shown by the following table. 
| assume that table may be copied into the record. 

Senator Douatuas. Yes. 

The table referred to follows:) 


Rate of return on net investment—Railroads of class I in the United States 


Percent 
2. 75 
3. 41 
4. 24 
2. 86 
4. 22 


Average -_-_---- ae cages : _ . & 63 


Mr. Monroe. The railroads do not have adequate earnings. They 
are not experiencing, and have not been experiencing, from an earn- 
ings standpoint, the postwar prospe rity experienced by industry in 
general. The National City Bank of New York publishes figures 
relating to the rate of return earned on net assets “or a large number of 
manufacturing corporations. Those rates of return for the postwar 
vears, 1946-50, are as follows: 


Ratio of net income to net assets—manufacturing corporations 

Percent 

12. 

Ee. 
18. ¢ 
13. § 

17. 
Average- --.--- - ees 15. 7 


For manufacturing corporations, the rate of return averaged 15.7 
percent during the postwar years 1946-50. The rate of return for 
railroads averaged 3.51 percent on net investment. 

As explained by Mr. Fort, the return on net investment is not exactly 
the same as the return on net assets. Computing the railroad return 
on the basis of net assets, the average for the 5-year period, 1946 to 
1950, is about 4 percent. 

The railroads are now before the Interstate Commerce Commission 
seeking an increase in their freight rates and charges, their petition to 
the Interstate Commerce Commission being predicated upon increases 
recently experienced in their operating costs on account of increases 
in the wages they are now paying their employees, and increases in 
the unit prices of their materials and supplies. 

As S. 1347 proposes to increase the payroll taxes of the railroads and 
is thus an increase in railroad labor costs, it would have a direct and 
immediate effect upon the railroad financial situation. 

The aggregate wage bill of class I railroads rose from $1,164,000 ,000 
in 1939 to $3,860,000,000 in 1945, and to $4,594,000,000 in 1950. The 
wage bill for 1951 will be greater than for 1950. 

In connection with the increase in the aggregate wage bill of the 
railroads, the chairman pointed out, at page 523 of the record, that the 
wage bill of all line-haul railroads increased from $577 ,300,000 in 1900, 
to $3,754,000,000 in 1920, and to $4,820,000,000 in 1948, indicating 
that there is reason to assume that it will show further upward tre nds 
in the future, and to the extent that the wage bill does increase, the 
estimate of future taxable earnings of $5.2 billion seems conservative. 
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In that connection, I would like to point out that our study indi 
that at present about 54 percent of all railroad employees on cla 
roads are drawing wages in excess of $300 per month per man, 
those e mployee s receive 68 percent of the total payroll. To the ext 
that wages are increased, the taxable ae for those parti 
employees would not be affected at all, or to a relatively small dé 

At the present time the generally dhanive minimum mont 
straight time wage for railroad employees is $227.75 per month. ( 
rently, active employees covered by railroad retirement number 
1,466,000. If all these employees make $300 per month per man 
extreme assumption, the taxable payroll would only be $5.3 billio 
Therefore, even if it be assumed that wages will increase, it 
opinion that an estimated future level payroll of $5.2 billion is hig! 
rather than low. 

Senator Dovetas. In other words, your point is that irrespective of 
what may happen to total payrolls, you do not anticipate an appr 
ciable increase in the numbers employed; and with the maximum tax 
able limits placed upon earnings, at present, of $300, you think that 
of course would come to about $5.3 billion? 

Mr. Monrog. It would be calculated at $5.3 billion. Iam speaking 
of course, Mr. Chairman, of a level payroll in the future. In othe: 
words, the Retirement Board has furnished me with an estimate of 
the number of employees covered by the Retirement Act as of J 
ary 15. 

Senator Douctas. Of course, I suppose it is true that to the degre: 
that average earnings per worker rose, you might expect over a period 
of time that the maximum taxable limit would be increased, looking 
forward to the future. 

Mr. Monrog. This is calculated on a present maximum of $300 

One of the reasons for the inadequate earnings of the railroads has 
been the increasingly heavy burden of wages, which represents a large! 
proportion of the gross revenues of the railroads than for manufactur 
ing industries. This is shown by the following table. 

May that table be copied, Mr. Chairman? 

Senator DovuGtas. Yes, indeed. 

(The table is as follows:) 


Ratio of wages and salaries to value of salee—Manufacturing industries and railroad 


Industry | 1949 


Railroads, class I 
All manufacturing 


Transportation equipment (except automobiles) 
Printing and publishing 

Furniture and finished lumber products 
Machinery (except electrical) 

Stone, clay, and glass products 

Leather and leather products 

Electrical machinery 

Textile-mill products 

Iron and steel and their products 
Nonferrous metals and their products 
Paper and allied products 

Rubber products 

Chemicals and allied products 
Automobiles and automobile equipment 
Food and kindred products 

Tobacco manufactures 

Products of petroleum and coal 


DOO mh en 


SAAADDanonce 


Source: Computed from data of U. 8. Department of Commerce: Wages and Salaries from National Incor 


7 


number of Survey of Current Business, July 1947, p. 27, and July 1950, p. 15. Value of sales from Industr 
Survey, September 1950, p. 11. Railroad ratios from re ports of Interstate Commerce Commission. 
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Mr. Monroe. For all manufacturing industries, the value of sales 

rgregated $199,993 ,000,000 in 1949 and the wage bill for that year 
was $43,885,000,000, or a wage ratio of 21.9 percent. The 1949 ratios 
of wages and salaries to value of sales for certain leading industries were 
as follows: automobiles, and automobile equipment, 17.6 percent; 
food and kindred products, 13.5 percent; iron and steel and their 
products, 27.9 percent, nonferrous metals and their products, 27.7 
percent; textile-mill products, 28.3 percent; machinery (excluding 
electrical), 33.2 percent; furniture and finished lumber products, 36.1 
percent. ‘The railroad wage ratio was 51.5 percent. 

Presently there is imposed on the railroad industry a retirement 
payroll tax of 6 percent on employee wages up to $300 per month per 
man. Employees under the Social Security Act are now paying a 
similar tax of only 1% percent applicable to the first $3,600 of each 
employee’s annual earnings. The railroad tax rate is thus presently 
4 times as great as that imposed on other employers. However, that 
does not tell the full story. 

Because of the fact that the railroads have a higher wage ratio than 
manufacturing industries, an increase in the wage cost of the carriers 
requires a larger increase in the price of their product if such increase in 
wage cost is to be offset. 

Other things being equal, the price for railroad transportation should 
increase about 2.4 times as much as the price for manufactured goods, 
in order to offset a similar relative increase in wage costs. Thus, the 
present relative tax burden on railroads for retirement taxes is now 
+ times as great as for manufacturing and other industries, but the 
burden on sales is about 9.6 times as great, due not only to the fact 
that the payroll tax is higher for railroads, but also because wages 
consume a larger proportion of the railroad’s gross sales dollar. 

Even when the so-called retirement tax under the Social Security Act 
reaches its maximum of 3% percent in 1970, the ee retirement 
payroll tax effective from January 1, 1952, of 6% percent, will be 
nearly twice as great, and the burden on sales wil be about 4.6 times 
as great for railroads as for other industrial employers. 

Summary: From the evidence I have submitted, the following 
conclusions seem to be inescapable: 

1. Railroad retirement tax rates are admittedly inadequate to 
support increased benefits. 

2. If increased benefits are to be provided, the railroad retirement 
fund must be augmented by providing for reinsurance with the social- 
security system, as it is highly dangerous to provide for expanded 
benefits which cannot be financed out of the railroad retirement fund. 

The railroads are not in such financial condition that they should 
be called upon for increased taxes to support increased benefits. 

4. Before the Congress acts upon the various bills before it, it should 
ascertain, as proposed by Mr. Fort, with the aid of a professional staff 
and the consulting advice of interested parties, what increases in bene- 
fits can be provided for out of available or prospective funds, in order 
thus to maintain the account in sound financial condition. On this 
last point, the importance of a sound retirement system, all parties 
are agreed. 

Senator Douctas. Thank you very much, Mr. Munroe. The 
tables which are attached to the statement will be made a part of the 
record as well as those that are embodied in the statement. 
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(The appended tables follow: ) 


TABLE ] Cost estimale as of Dec. 31, 1950, for present ratlioad retirement 
on the assumption of an eq tivalent level payroll of $4.9 billion 


$300 limit on creditable monthly compensation] 


Iter 


Retirement benefits 


1. Age annuities, pensions and options 
Disability annuities payable before age 65 


3. Disability annuities payable after age 65 


») 
Q 


Survivor insurance benefits 


1. Aged widows’ and parents’ annuities 
2. Widowed mothers’ annuities 

3. Children’s annuities 

4. Lump sums 


Other costs 


1. Residual payments 

2. Administrative expenses 
Summary: 

1. Total costs 


2. Reduction on account of funds on hand 
3. Net costs : e ; : 
Note: Except for the payroll assumption, all other cost factors and employment assumptions of the f 
valuation were retained 
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, 
2 Com parative costs of benefits under S. 1347 with and without social- 


2. 
security integration based on $5.2 billion equivalent level payr 


A. RRB benefits and administrative expens« 


Age annuities, pensions, and options 
Disability annuities payable before 65 
Disability annuities payable after 65 
Wives’ benefits 

5. Aged widows’ annuities 

6. Widowed mothers’ annuities 

7. Children’s annuities 

8. Insurance lump sums 

9. Residual payments 

10. Allowance for maximum and minimum provisions 

11. Administrative expenses. 


Benefits according to social-security formulas based on comp. 


wages for cases adjudicated by the RRB 


1. Employee retirement benefit 
Wives’ benefit 
Survivor benefits 


9 
3. 


Social-security benefits based on wages alone for cases also adjudicated by 
the RRB- 


1. Employee retirement benefits 
2. Wives’ benefits 


50 over 


Excess of social-security taxes on railroad payrolls during 1937 
1dditional social-security benefits which would have been payable 
railroad earnings were credited 

Social-security taxes on railroad payrolls after 1950 


Funds on hand 


Summary: 
1. RRB benefits and administrative ex} 
Reimbursements from OASI (B-—C 
3. Amounts due OASI (D+E 
4. Funds in railroad account (F) 
5. Net costs ((1)+(3)—(2)—(4))-_- 


1 Based on employment assumptions of fourth valuation and taking into account wage-rate increa 


to date. 
2Contains postretirement work clause of present act 
service. The introduction of the work-clause provisions of 8. 1347 would change the net cost from 17 


to 16.14. 


and provides benefits to employees regardless 
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Comparative costs of he nefits under S. 1347 with and without sor 


y integration based on $4.9 billion equivale nt level 


; 


payroll ! 


Cost asa percent of 
based on 


pa 


Actual pro- Benefit 
visions of vis 


A. RRB benefits and administrative expenses 


1. Age annuities, pensions, and options 
2. Disability annuities payable before 65 
3. Disability annuities payable after 65 
4. Wives’ benefits 

5. Aged widows’ annuities 

6. Widowed mothers’ annuities 

Children’s annuities 

8. Insurance lump sums 

9. Residual payments 
10. Allowance for maximum and minimum provisions 
11. Administrative expenses 


. Benefits according to social-security formulas based on compensation and | 
wages for cases adjudicated by the RRB 


1. Employee retirement benefits 


2. Wives’ benefits 
3. Survivor benefits 


. Social-security benefits based on wages alone for cases also adjudicated by | 
the RRB... neta ; alee | 


1. Employee retirement benefits 


2. Wives’ benefits 


Excess of social-security taxes on railroad payrolls during 1937-50 over 
additional social-security benefits which would have been payable if 
railroad earnings were credited sh ac diea aia kiana bail : 
Social-security taxes on railroad payrolls after 1950 eam 5. 58 
. Funds on hand.......... bees ; shaadeaaccioen uicwaswacul 30 


+. Summary: 
. RRB benefits and administrative expenses (A) _- iil ainsi Teich saal 15. 92 | 
2. Reimbursements from OASI (B—C)_.. an : hain’ 6. 32 
3. Amounts due OASI (D+E ; 5 a | 6. 00 
Funds in railroad account (F) : ee aaa 1.30 
. Net costs ((1)+(3) —(2)—(4)) : ; : peas ‘ 14. 30 | 


1 Based on employment assumptions of fourth valuation and taking into account wage-rate increases t 
date, but subject to creditable monthly compensation limit of $300. 

2 Contains postretirement work clause of present act and provides benefits to employees regardless 
service I'he introduction of the work-clause provision of 8. 1347 would change the net cost from 17.39 
to 16.44, 


f 


Mr. O’Brien. Mr. Chairman, may I ask Mr. Monroe one or two 
brief questions? 

Senator Doua.as. Yes. 

Mr. O’Brien. On page 7 of vour prepared statement, and in your 
testimony, about the middle of the page, you made a reference to Mr. 
Bronson’s testimony, and you infer that he said that the retiremen 
fund would not support increased benefits except on the basis of a 
tolerance of at least 1 percent of the tax rate. Now, while he made use 
of the 1-percent tolerance, don’t you recall that he also testified he 
found a possible cost saving of forty-six one-hundredths of 1 percent 
of payroll? 

Mr. Monroe. I believe he testified to that effect, and I also believe, 
Mr. O’Brien, that in reply to a question asked by Mr. Fort, that if he 
would use the 12.6-percent revised cost figure instead of the 12.18 or 
whatever he did use, he would have a little different result 

Mr. O’Brien. The difference there was an additional thirty-two 
one-hundredths of 1 percent of payroll. 
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Mr. Monroe. And his answer was that he could not find more than 
{ or 5 percent increase that would be available, as I recall the record. 

Mr. O’Brien. Well, as a matter of fact, in addition to the 1-percent 
tolerance, he found a total of seventy-eight one-hundredths of 1 per- 
cent. 

One other thing, Mr. Monroe. On page 17, when you talk about the 
relation of the railroads’ labor cost to an increase in the cost of their 
product, near the bottom of the page, you start out by saying, “Other 
things being equal, the price for railroad transportation should in- 
crease,” and so forth. But other things are not equal, because manu- 
facturers have to buy raw materials to a much greater extent. Is that 
not so? 

Mr. Monroe. That is true. Iam talking about the direct burden, 
the direct immediate burden. 

\Lr. O’Brien. In reference to the percentage that labor cost bears 
to the value of sales, as shown on page 16, did you compute the 1950 
ratio for the railroads? 

Mr. Monroe. For the railroads? No, I have not, but that can 
be done. 

Mr. O’Brien. Well, I did from your own statement otherwise 
while you were talking. It is 47 percent. 

Mr. Monroe. It has gone down slightly. Our revenue has gone up. 

Mr. O’Brien. Those are all the questions I have. 

Senator Dovearias. Any other questions? 

[ think there are no more witnesses for today. We will meet again 
Monday morning. We will start off with the Social Security Board on 
\fonday morning, and then we will start rebuttal Monday afternoon. 

If we are not able to finish on Monday, it is my understanding that 
Congressman Crosser intends to hold hearings only in the morning, 
starting his hearings Tuesday morning. 

[ shall probably have to ask some of you who are not able to finish 
Monday to finish in the afternoons during the week. But I hope we 
can keep the rebuttal as concise as possible, so that we do not spread 
over too long a period of time. I think it would be very rough on the 
witnesses to have to appear before the House in the morning and the 
Senate in the afternoon. 

We will recess, then, until 10 o’clock on Monday. 

(Whereupon, at 4:05 p. m., Saturday, May 12, 1951, the hearing 
was recessed until 10 a. m., Monday, May 14, 1951.) 
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MONDAY, MAY 14, 1951 


SURCOMMITTEE ON Rar~roap RETIREMENT 
LEGISLATION OF THE COMMITTEE ON 
LABOR AND Pupniic WELFARE, 
UNITED STATES SENATE, 
Washington, D. C 

The subcommittee met, pursuant to recess, at 10 a. m., in the old 
preme Court room, the Capitol, Hon. Paul H. Douglas (chairman 
the subcommittee) presiding. 
Present: Senator Douglas 
\lso present: Paul L. Badger, members, professional staff 
Senator Douauas. This morning we are going to hear 
m the Social Security Administration. I am first going to 

Wilbur Cohen, Assistant to the Administrator, and Mr. Myers 
Do you have prepared statements? 


TESTIMONY OF WILBUR J. COHEN, TECHNICAL ADVISER TO 
COMMISSIONER FOR SOCIAL SECURITY, AND ROBERT J. MYERS, 
CHIEF ACTUARY, SOCIAL SECURITY ADMINISTRATION, WASH- 
INGTON, D. C. 


Mr. Conen. We have one prepared statement, which is an actuarial 
report, Senator. 

Senator DouGuas. Do you have copies of that? 

\ir. Conen. We have some copies, yes {handing}. 

Senator DouGuas. Do the various interested parties have copies 
now of the Social Security Admuinistration’s statement? All right, 
Mr. Cohen. 

Mr. Conen. My name is Wilbur J. Cohen. I am the technical 
adviser to the Commissioner for Social Security. Shall we qualify 
Mr. Myers at the same time, Senator? 

Senator DouGuas. Yes, if you will. 

Mr. Myers. My name is Robert J. Myers. Lam Chief Actuary for 
the Social Security Administration. 

Senator Douguias. Thank you. 

Mr. Conen. Before going into this statement that we have sub- 
mitted, Senator, since it is a very technical problem dealing with the 
actuarial estimates which Mr. Myers will present, 1 thought you might 
like to have a brief review of how we got to the place we are today 
regarding the Social Security Act amendments of 1950. I offer to 
make a short statement on that, in view of what I believe have been 
seme contradictory and perhaps erroneous statements that have 
been made about the law as it stands today. 

541 
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Senator Dovaras. I would be very glad to have you proceed jn 
your own way. 

Mr. Conrn. As you remember, Senator, when the original proposal 
for old-age insurance was made to the Congress in 1935 by the Com. 
mittee on Economic Security, it was intended that it be financed oy 
what was then called and what has been referred to since as a “pay 
as you go basis,” by which was meant that the contributions from 
the employers and the employees would not be sufficient In perpetuity 
to pay the entire costs, and’ some of the costs would therefore havi 
to be paid by the Government out of general revenues. When ¢/ at 
proposal was pending before the House Ways and Means Committee. 
proposals were made by the then Secretary of the Treasury, Mr 
Morgenthau, to revise that financial basis, due largely to criticisips 
that had been made by members of the Ways and Means Committe, 
so that it would be on a self-financing basis. 

Therefore, when the act w as passed by Congress and signed by the 
President in 1935, it was on a self-supporting, self-financing basis, })y 
which I mean that the contributions from the employers and (hy 
employees would presumably, on the basis of the estimates and 
assumptions made, be sufficient in perpetuity to support the benefits 
and the administrative costs of the system. 

Senator Dovetas. With an estimated ultimate reserve, as ] remem- 
ber it, between 40 and 50 billions, the interest upon which would 
make good the deficiency between the benefits some 40 years ahead, 
in 1980, and current rates of contribution? 

Mr. Conen. That is correct. And I may say, to give some general 
idea of the magnitude that we are talking about, that the system at 
that time was estimated on a level-premium basis to cost approxi- 
mately 5 percent of payrolls; and the figure, | believe, to which you 
refer, Senator, which became well known in subsequent debates, was 
the so-called famous $47 billion reserve, which was one of the key 
issues that was presented to a Social Security Advisory Council of 
which you were a member during 1937 and 1938. 

As that controversy and the differences of opinion grew, this 
Advisory Council made a number of recommendations to the ( ‘ongress 
for change in the program, and in general it was believed that th: 
recommendations made by that Council intended for the insurance 
system to be financed on a pay-as-you-go basis, meaning that the 
Government would contribute to the financing of the system. 

Senator Dove.as. Ultimately, 

Mr. Conern. Ultimately. Perhaps 30 or 40 years. Everyone was 
agreed that in the early years of the system there would be an excess 
of contributions over benefits, and that was not the issue, although 
the Council recommended that that excess be cut down by liberalizing 
the benefits and making the payments earlier, which means that the 
point at which the Government subsidy would occur would come 
sooner than it otherwise would. 

However, Congress, in its wisdom, in 1939 did not adopt that 
policy recommended by the Advisory Council but instead, although 
making very substantial revisions in the benefit structure. kept the 
financing of the insurance system on a self-supporting basis without 
any contributions out of general revenue. Congress also froze the 
payroll tax rate for 1940-42 at the | percent level in effect in 1937-39: 
this was the beginning of a very long number of freezes during the war, 
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of the payroll taxes, which culminated in a very important act, the 
Second Revenue Act of 1943, in which Senator Vandenberg, who 
had been one of the leading sponsors of these tax freezes, agreed to 
insert an amendment into the law recognizing that if the freezes went 
on continually there might not be sufficient income from the contri- 
butors to support the system, and therefore, it might be necessary for 
the Government, out of general revenues, to pay the differential. 
And so there was put into the Social Security Act by the Second 
Revenue Act of 1943, the so-called Vande nberg-Murrs ay amend- 
ment, which recognized the financial liability of the Federal Govern- 
ment to make up any deficit that might accrue to the system as the 
result of continued freezings of the tax. 

Then, in the course of the ensuing years, the tax rate was frozen, 
and eventually limited to 2 percent each, on both parties, or a total 
of 4 percent, effective in 1952. As the result of the increasing wages 
which occurred during the war the cost of the insurance system 
accordingly dropped, measured as a percentage of payroll, so that by 
1949 or 1950 the level premium cost of the insurance system had 
dropped to about 4 percent of payroll. 

Therefore, instead of the system having a deficit, time and economic 
events conspired to make the system again self-supporting on the 
then system of benefits, which, of course, had become inadequate. 
So in 1949, Congress again considered amendments to the law, 
substantially ine ‘reased the benefits under the social-security system, 
but at the same time, Senator, again put the system as it is now 
according to law, on a self-supporting basis without a Government 
subsidy. So that today, the Social Security Act, as amended by the 
amendments of 1950, is a completely self-supporting system, with 
contributions from employers and employees, which are e ventually to 
reach 3% percent each in 1970 and thereafter. These contributions 
are estimated, based upon the actuarial calculations made during 
1949 and 1950, to be sufficient in perpetuity to pay the entire costs of 
the benefits and the administration of the program without any 
Government subsidy. 

Senator Dovetas. What is the present size of the OASI fund? 

Mr. Counen. Approximately $14 billion. And, naturally, antici- 
pating this question, Senator, of course, if the basis on whic h Congress 
passed these 1950 ame ‘ndments were eventually carried out, there 
again would be a very substantial reserve. 

Senator Doveias. What is the estimated maximum reserve? 

Mr. Conen. On the basis of the intermediate cost estimates, that 
is, approximately half way between the high and the low cost esti- 
mates that are used, it would be about $85 billion in 1990. So that 
we have really made a complete circle in the debate and the thinking 
on the financing of social security in these ensuing 15 years. At the 
present time, then, and for a long time in the future, there will be 
more collected in contributions than is being paid out in benefits, 
and the differential is going into the reserve fund. 

Now, I would like to make one other point in connection with the 
discussions here, and that is to point out, Senator, that in a very 
real sense social security, too, has accepted an accrued liability for 
individuals who have long periods of past service. Because the very 
construction of the benefit formula in social security, by giving a very 
high weighting to people with low income, recognizes the fact that 
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they have been employed for a long period of time previously ar 
an attempt, through the construction of the benefit formula, 
past service credit to individuals 

Senator DouGcuas. But vou, of course, did not assume liabilit 
service rendered prior to 1937? 

Mr. Conpen. No 

Senator Doucias. Which is true of the railroads 

Mr. Conen, That is correct. But in a sense the benefit for 
attempted to give credit for service prior to 1937, under social secu 
for people who had some employment after 1937, by giving a 
high proportion of the wages for people with short periods of ser 
For instance, there are different ways of estimating, but rough! 
estimate approximately one-third of the cost of the et hictelt taps 
that is, one-third of the level premium cost of approximately 6 per 

of pavroll, to be the deficit caused by giving the present benefits 
westie who have not contributed an entire lifetime. 

Senator Dovc.ias. But those include workers who were youn; 
1937 but who have been short period pi subsequent to 19 
as well as those who had been emploved prior to 1937? 

Mr. Conen. That is right 

Now, I thought I would make one further point, that came out 
the discussions, and that is—and this has been brought out befor 
but perhaps I can identify it with a little more quantitative conten 
that when the Social Security Act was enacted in 1935 all of 
associated with it had some concept of, one might say, a labor for 
that did not assume the great extent of mobility which we now ki 
to be true, not only by virtue of what we see about us, but know 
be true by virtue of the actual statistical facts as demonstrated 
the operation of the social security program, which, for the first tir 
produced figures on millions of individuals and their employment 
throughout industry 
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\t the present time we have approximately 83 million living p: 
sons in the United States who have some wage credits under the old 
age and survivors insurance system since 1937. As you will rememby 
Senator, under the original estimates, back in 1935, we assumed 
covered population of roughly 26 million full-time workers. But t! 
facts of the matter have been that because of the tremendous bac! 
and-forth movement of people in the labor force, from one indust: 
to another, from one State to another, from one occupation to anothe: 
in the course of time our actuarial estimates assume a very large pr 
portion of American people, no matter where they happen to be work 
ing today, will have some wage credits, under our insurance systen 
and a very substantial proportion of them will become insured unde: 
our system for the minimum benefits; which means, of course, tha 
the actuarial bases upon which our rates have been calculated alread) 
include the cost of paying benefits to those individuals 

Now, mathematically, the facts are that as more employment is 
included under social security, while the dollar value, the absolut 
value of the benefits, will be increased, in general for any broad group 
the percentage of pay roll will decline. The eost of the svstem meas 
ured as a percentage of payroll will decline because we have already 
included in our costs the basie costs of the individuals who will be in- 
sured, due to the very high weighting of the benefit formula. 
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Senator DouGuas. Let us take this case. Take the railway workers. 
You say that your figures include a considerable portion of people 
at one time or another have been employed on the railways, but 
10 also were at one time or another the emploved in the covered 
visions of the Social Security Act, and that your cost estimates 
ke account of the high benefits paid under social security to them. 
Is that correct? 

Mr. Counen. That is correct. That is true of railroads or of any 

her group. In other words, putting it another way, Senator, con- 
sider an individual, who by working in social security and working 

sewhere, happens in the course of his life time to become insured 
inder social security—and let us assume his average monthly wage 
for our computation purposes is $100 although he may have earned 
more regularly. Considering the in-and-out movement and he finally 
comes to compute his wage as $100, so we pay him 50 percent of $100, 
or a benefit of $50, plus an additional benefit for his wife, which 
might come to a total of $75 a month, for the rest of his life; which, 
if course, in those cases will be far in excess of the actuarial value of 
ihe amounts that he and his employer have contributed. 

Senator Douauas. And therefore, since you pay what we might 
call unearned annuities to people who have been out of the system 
for a time, out of the social-security system for a time, and inside the 
social-security system for a time, you make economies if you bring 
them inside the social-security system and can therefore levy taxes on 
their lifetime of earnings. 

Mr. Conen. That is correct, Senator. Now, if | may go back to 
show you what happened in the amendments of 1950, Congress very 
materially liberalized the Social Security Act in 1950. How did it 
make all of these tremendous amendments, which were very significant, 
without substantially raising the cost of the system? Well, one factor, 
of course, as we outlined previously, is that the cost had declined just 
because of the increase in wages. But another factor was that by 
bringing in approximately 10 million people, it reduced the cost of 
the system measured as a percentage of payroll, about one-third of 
| percent of payroll. 

Senator Douauas. Is this a stealthy approach to the possibility of 
taking over the railroad retirement system and including it in social 
security? 

Mr. Cowen. Well, I am just recounting certain facts, Senator. 

Senator Dovauas. | understand. 

Mr. Conen. You may draw the conclusion as you wish. 

Senator Dovucias. | was wondering whether I was hearing the 
sound of the moccasins of the Indians creeping through the woods. 
That is all. 

Mr. Counen. I am making this point preparatory to Mr. Myers’ 
memorandum on costs, because these facts, I do think, bring us to a 
different conclusion regarding the so-called social security cost differ- 
ential as included in the cost estimates submitted by the Railroad 
Retirement Board. And we are the first to recognize that there are 
different ways of looking at the costs of these systems. You have a 
problem of the chicken or the egg, really, in many of these programs. 

But it is not generally recognized, Senator, that increase in coverage 
under social security decreases the relative costs. That is a very 
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important point. Particularly, we feel for instance that if we co: ld 
include the last major group, agricultural labor and farmers, who », 
not included under our present system, we could liberalize benefit 
somewhat more by their inclusion without increasing the level premiu: 
costs of our program. 

Senator Doveras. This broader coverage, I agree, will decreas, 
costs to the social security system. But what effect does it have on 
the costs of the independent systems? I mean, the cost of thy 
combined systems would be less? 

Mr. Conen. That, of course, depends upon the benefit structure of 
the combined systems and the principles upon which they operat: 
One can develop pension systems separate from or coordinated with 
social security with different costs, depending on your level of benefits 
and the principles of coordination that you utilize. One can show 
that in connection with the principles used by the steelworkers or the 
automobile workers or any of the others. If you wish, you can 
establish a level and then say, “Work it out within that level 
There is no preordained method or calculations in this type of work 

[ do think that that perhaps leads us up, then, Senator, to this 
point on the financing, as to these economic and legislative changes 
that have been made, where we should present Mr. Myers’ memoran- 
dum on the cost differentials regarding social security. 

I think that I might say in introduction that this entire discussion 
goes to the point, if you will recollect, in the actuarial estimates 
submitted by the Railroad Retirement Board, in which they included 
an estimate of 0.25 percent of payroll, as the so-called social security 
cost differential, which would be the level premium cost over a lone 
period of time, which would be contributed to their system by social 
security as a result of changes that they were recommending. So we 
would like to comment on that point, and Mr. Myers will present 
those actuarial figures if that is all right with you. 

Mr. Myers. S. 1347 represents an extensive revision of the railroad 
retirement system, with the major purposes being to raise benefits 
and generally readjust the provisions, especially those in regard to 
survivor benefits, to be in conformity with the 1950 amendments to 
the Social Security Act. In so doing there is one considerable shift 
in philosophy, such that on the whole the intent is to eliminate from 
any benefit coverage all railroad employees who have less than 10 
years of service by making them covered under the OASI program 
for both retirement and survivor benefits. By doing this apparently 
it is thought that the long-service employees will be able to receive 
larger annuities than at present without increasing the over-all cost 
of the system (no change in tax rates is provided in the bill). It is 
quite possible that this may be the case since the employer contribu- 
tions for the short-term employees will go for the benefit of the 
long-term employees (as is to a considerable extent the situation 
under most private pension plans as well as under various plans for 
governmental employees, such as civil service retirement), while part 
of the short-term employee taxes will likewise be used (unlike the 
practice in any other system), 

Senator Dovetas. That is, where they have withdrawal rights, in 
the other? 

Mr. Myers. Yes, sir; complete withdrawal rights. 
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Of major interest to the Social Security Administration are the pro- 
visions for erediting railroad earnings as OASI wages for the short- 
‘orm employees and for financing not only the benefits based on these 
wage credits, but also financing the hypothetical social-security costs 
for annuitants whom the Railroad Retirement Board pays. The 
philosophy as to financing the social security coordinating and offset 
provisions 1s that the OASI trust fund should be put in the same posi- 
‘ion as it would be if railroad employment had always been covered 
under OASI (and accordingly contributions received by OASI for 
such employment and, correspondingly, benefits paid). Although 
the bill provides only for a study along these lines, the following dis- 
eyssion Will be based on the assumption that such reimbursement 
and interchange provisions are actually in effect. 

These social security coordinating and interchange provisions have 
apparently been instituted because it is believed that railroad em- 
ployees have a higher-than-average cost for OASI benefits and, ac- 
cordingly, since they are not in OASI coverage, the OASI cost is 
reduced. Then, as the theory goes, this “savings” in cost to the 
OASI system should be given to the railroad system. . This discussion 
will examine only the actuarial financing aspects of this viewpoint 
without considering the important policy questions of any such 
procedure as this for any particular group or as it might be applicable 
to various industrial groups having a different cost composition than 
the average. 

First, consider the general cost results of extending OASI coverage. 
For any new employment category brought in, the over-all cost rela- 
tive to payroll will in virtually all instances be reduced. This arises 
primarily from two elements, namely, the ‘work clause’ and the 
“weighted” benefit formula. These elements generally will more 
than offset any possibly unfavorable cost characteristics of the par- 
ticular group (such as, for example, an older age distribution). The 
effect of the work clause may be seen quite simply; the more employ- 
ment that is covered, the fewer instances there will be where indi- 
viduals can receive OASI benefits and still be at work. As to the 
effect of the weighted benefit formula, the more of a person’s lifetime 
earnings that are covered, the higher will be the average monthly 
wage on which OASI benefits are based (since this average is obtained 
by dividing total taxable wages by a fixed period of time). Therefore, 
the lower will be the relative cost measured as a percentage of pay- 
roll because the additional earnings brought in will generally produce 
henefits in the smaller final portion of the formula rather than in the 
heavily weighted first portion. The OASL benefit formula is 50 
percent of the first $100 of average monthly wage and 15 percent of 
the next $200 of average wage. 

The Railroad Retirement Board apparently argues that their cost 
composition is such that any savings to OASI due to extension of 
coverage Will be more than offset. While it is true that for this group 
there are certain elements making for higher costs, on the other hand, 
other factors are present which act in the opposite direction. “Higher 
cost’”’ factors include an older age distribution and perhaps a lower 
average retirement age (because of the availability of larger benefits 
On the other hand, ‘lower cost” factors include a higher wage level 
and a higher proportion of men (since women have superior mortality, 
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lower average retrrement age, and less recular employment, 
which increase costs and more than offset their lower cost due to hay 
relatively less in supplementary and surv ivor benefits). On the why 
it is hard to strike a quantitative balance. but it would appear tha 
the railroad group is a higher cost group. the differential is not 
great and would at least be offset by the general sav Ings in cost duc 
extension of coverave 

Next, consider the level-cost figures prepared by the Railre 
Retirement Board and included in their report to the Senate Co 
mittee on Labor and Public Welfare (shown in the first column of t! 
followine’ table Their calculations show that after taking i 
account social security taxes and benefits on railroad payrolls, OAS| 
would pay the Railroad Retirement Board the equivalent of 0.25 p. 
cent of railroad payroll on a level premium basis in addition to payin 
the cost of all benefits arising from railroad wages of emplovees with, 
less than 10 vears of railroad service. On its very surface, this seem 
to be unreasonable because the railroad group could not have so hi 
a cost as this in relation to the ceneral OASI coverage. The higher 
xge distribution is only one of many factors and, in my opinion, 
very substantially offset by other elements. 

In order to investigate this matter, I have had several conferences 
with the Chief Actuary of the Railroad Retirement Board and hav. 
seen a few of their summary worksheets. There hus not been time to 
go into a complete investigation of their methodology and assumptions 
but on the basis of such analyses as I could make in this short time. | 
am convinced that their assumptions as to the social security reim 
bursement feature are overstatements favoring the Railroad Retire- 
ment Board. 

There are two major factors which I do not believe have been suffi 
ciently taken into account: First. the provision in the Social Security 
Act (and also generally present in S. 1347 Which in effect: prevents 
individuals from qualifvine for more than one tvpe of benefit; and, 
second, the social security benefits that will be qualified for on the 
basis of OAST wages alone by individuals hav ing 10 or more years of 
service under the railroad system. 

\s to the first factor, there are many cases where wife’s and widow’s 
benefits will not be payable, either in part or in full, because the woman 
has obtained a benefit in her own richt by her own employment. 
Thus, particularly for the long-run future a very substantial proportion 
of married men will not have wife’s benefits on the basis of their OASI 
and railroad wages, nor will widow’s benefits be paid thereon. 

Senator Doveias. May I stop vou at this point to ask: In the pro- 
posed extension of spouses’ benefits to the Railroad Retirement Act 
as contained in S, 1347. are they disqualified if the wives are receiving 
OAST benefits in their own richt? 

Mr. Myers. Yes, sir, as I understand S. 347, that is the ease. If 
the woman, for instance, worked in her youth, say, as a clerk in a 
department store and received a sufficiently large old-age benefit under 
OASI, she could not get the spouse’s annuity. 

Senator Dovetas. Under RRB? 

Mr. Myers. Under RRB; yes, sir. 

Senator Doveias. Thank you. 

Mr. Myers. Specifically, the reduction factors (applied to total 
cost of benefits for the category under consideration) used in the RRB 
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imates to allow for this element were less than 1 percent; such 
tors are quite adequate for the present time, but in the future a 
ater and greater proportion of women will qualify for benefits in 
eir own right. On the basis of OASI experience to date and our 
ire cost estimates, | estimate that these factors would eventually 
as much as 35 to 45 percent. Therefore, even for the railroads, 
h greater weight being placed on current and near-future experi- 
‘e, it would appear that reduction factors of less than 10 percent 
not sufficient for this purpose. Accordingly, in my revision of 
‘cost estimate a factor of 20 percent for wife’s benefits is used and 
percent for widow’s benefits, both of which factors could reason- 
ily have been higher. 

Senator DovG tas. Or, to restate the matter, you believe that all 
he estimates of cost thus far submitted for introducing a_ wife’s 
enefit, and the cost of widows’ benefits, have been too high? 

Mr. Myers. Yes, sir I believe that to be the case. And as I 
will bring out later, I think that affects not only the social security 

mbursement feature but also what vou might call the primary 
railroad retirement costs shown in section A of their cost estimates. 

Senator DovuGuas. | think that is a very important point. 

Mr. Myers. As to the second factor, the transfer from the RRB 
will be larger since many with 10 or more years of railroad service 
qualify for OASI retirement benefits solely on the basis of OASI 
covered employment. Such employment would be obtained before 
entering railroad service, concurrently or alternating with railroad 
service, or after withdrawal from railroad service. With the greatly 
broadened coverage of OASI and the liberalized eligibility require- 
ments, this will be a very important element. 

The RRB estimate as to the extent of long-term employees qualify- 
ing for OASI retirement benefits solely on OASI wages was on the 
general basis of assuming that only about 50 percent of those in this 

sroup Who had a sufficient length of time before entry into railroad 
service and after termination thereof would obtain sufficient OASI 
wages to qualify for retirement benefits based solely thereon. It 
should be noted that there is a great incentive for these long-term 
employees so as to qualify for OASI benefits, since they can receive 
both the railroad retirement benefit and the heavily weighted OASI 
benefit without any offset so long as they have no prior service under 
railroad retirement. 

It may be observed that, according to the RRB actuarial valuation 
data, about 30 percent of all new entrants are over age 30 at entry 
and accordingly would have had ample time to become insured under 
OASI before their railroad service. Many who enter at earlier ages, 
and many of the present employees, would have some OASI coverage 
prior to entry (or for present employees, prior to now) and would 
supplement this by such coverage after withdrawal from railroad serv- 
ice and even during such railroad service, not only through concurrent 
employment but also through alternating employment. In regard to 
the latter, long-term railroad employees are not assumed by the Rail- 
road Retirement Board estimates to be continuously employed but 
rather move in and out of railroad employment to some extent, and 
during these gaps it seems quite likely that there is in most instances 
OASI covered employment. 
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In my estimate, a factor of 90 percent is used, as compared with 
the RRB factor of 50 percent, since for men OASI coverage is so 
universal and eligibility requirements are relatively easy to meet, 
Moreover, the RRB estimate did not take any account of those 
individuals who have some periods when they are not in railroad sery- 
ice but such periods are not sufficient in themselves to produce OAS| 
eligibility. Such individuals may, by concurrent or alternating em- 
ployment, obtain sufficient additional OASI coverage to qualify unde: 
OASI (and it would be greatly advantageous so to do). I have added 
an additional 0.25 percent of railroad payroll for this element. Ac- 
tually, I believe that this latter adjustment could quite well be as 
high as 0.75 percent of payroll, but I have deemed it advisable to 
take a very conservative figure so as not to overstate the case in 
regard to this point. 

Senator Doveias. Mr. Myers, these are very concentrated para- 
graphs which you have just read. May I ask you this: 

You are referring to railway employees with more than 10 years of 
service, are you? 

Mr. Myers. Yes, sir, I am. 

Senator Doveias. Not less than 10, but more than 10? 

Mr. Myers. Yes, sir. 

Senator Dovaias. Now, your argument is that these people will 
also qualify under OASI benefits? 

Mr. Myers. A very substantial portion of them will, I believe. 

Senator Doveras. How will this affect the distribution of cost 
between the railroad system and the social security system, under 
S. 1347? 

Mr. Myers. It will affect it in this way, if I might just give an 
example. If an individual, a new entrant, say, starting now, were to 
qualify eventually for a railroad retirement annuity of, say, $100 a 
month, and that railroad compensation would give him, say, $70 
a month under OASI, then if that were his only working history, 
under the reimbursement features OASI would reimburse for $70. 

Senator Douaias. For those employed more than 10 years? 

Mr. Myers. Yes. This individual enters now at, say, age 20, and 
works in the railroads straight on through the rest of his life. And, as 
I stated, he qualifies, let us assume, for a railroad annuity of $100 a 
month. Now, that railroad compensation, if it had been wages, would 
have given him, let us say, $70 a month. 

Senator Dovueias. Wages under OASI? 

Mr. Myers. If it had been wages under OASI, yes, sir. Ac- 
cordingly, under the reimbursement provisions in the bill, if they 
were implemented by law, OASI would reimburse for $70 a month for 
that man. However, if that man had gotten some OASI employment, 
either concurrently or before or after his railroad service, just enough, 
say, to get the minimum payment of $25 a month, he would receive 
that payment of $25 a month, plus the railroad annuity of $100 a 
month. However, in that case, the OASI trust fund would not 
reimburse for $70, but would reimburse for the difference, roughly, 
between the $70 and the $25 that had actually been paid. 

Senator Dovacias. You mean $45? 

Mr. Myers. About $45; yes, sir. 

Senator Dovetas. Leaving a burden of $55 upon the railway fund 
instead of the $30 which otherwise would be the case. The railway 
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paying out a hundred dollars a month, and reimbursement being only 
$45, therefore the net burden on the railw ay would be $55 instead. of 
$30. 

Mr. Myers. Yes, sir. 

Senator Dovetas. This is, I think, an entirely new point that has 
been brought up. I have not heard any discussion about it, because 
hitherto the discussion has been simply in terms of relative costs of 
reimbursement for employees with less than 10 years of service. Now 
you are pointing out that this method, if carried out, will require 
balancing for employees with more than 10 years of service. 

Mr. Myers. Yes, sir. 

Senator Douauas. Thank you. 

Mr. Myers. Then, if | might supplement, as you can see the more 
of what we may call the career railroad employees that qualify for 
even a little something under OASI, the more that makes a transfer 
from railroad retirement to OASI and vice versa. 

The last column of the following table gives my revised estimate 
of the cost figures relating to the social security reimbursement, with 
modifications made to take into account the two factors mentioned 
previously. Except for the adjustments described above, I have 
taken the Railroad Retirement Board figures as they stand. I believe 
that my figures are conservative in that they show a relatively low 
value for the reimbursement to OASI. In other words, I believe 
that a more thorough examination would result in showing a greater 
transfer from Railroad Retirement Board to social security than I 
have indicated in the table. 

Senator Doucias. Do you not think, Mr. Myers, it would be 
helpful if we made this tele a part of your testimony at this point? 


Mr. Myers. Yes, sir, | believe om would be very helpful. 
(The table referred to follows: 


Level cost calculations for social security reimbursement feature, based on $5.2 billion 
payroll ($400 monthly limit) 


B. Benefits according to social security formulas based on compensation and 
wages for cases adjudicated by Railroad Retirement Board 
1. Employee retirement benefits 
2. Wife’s benefits 
3. Survivor benefits 


C. Social security benefits based on wages alone for cases also adjudicated by 
Railroad Retirement Board 


1. Employee retirement benefits 
2. Wife’s benefits 


D. Excess of social security taxes on railroad payrolls during 1937-50 over 
additional social security benefits which would have been payable if rail- | 
road earnings were credited 

E. Social security taxes on railroad payrolls after 1950 

I. Reimbursements from OASI (B-C 2 

II. Amounts due OASI (D + E 

IIT. Net reimbursement from OASI to Railroad Retirement Board (I—II 


Mr. Myers. According to my figures, the net result of the social 
security coordination and reimbursement features would be that 
OASI would pay benefits on short-service railroad compensation, and 
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that as to the net cost adjustment, RRB would each year on 
average pay to OASI an amount equivalent to about 0.7 percent 
the railroad payroll. It will be observed that as compared with | 
RRB estimate this is a change in the differential amounting to ab 
1 percent of the railroad payroll. 

Senator DouGtas. In other words, it is your belief that the adopt 
of this method would cost the railroad retirement system seven-tent! 
of a percent instead of getting an added quarter of 1 percent 
revenue? 

Mr. Myers. Yes, sir, that is correct; and, of course, in partial 
return for that, or perhaps in more than partial return for th 
OASI would be paying the benefits on the railroad wages of peo) 
with less than 10 vears of service. 

Senator Dovauas. Yes. 

Mr. Myers. This would mean that the railroad system would ha 
to find this amount of money from some other source in order to b« 
the same relative financial position as indicated in the RRB cost 
estimates. (It would appear that part of this difference would co: 
from a lowered cost estimate for the regular railroad be nefits if th 
more proper assumptions as to duplication of benefits discussed abov: 
were used; in other words, it would appear that the general cost est 
mates for the railroad benefits prior to considering any adjustments 
with OASI are somewhat overstated by not making sufficient allow 
ance for this element.) Nevertheless, the net effect of these adjust 
ments would be that the cost of the railroad system would be highe: 
than the 14.13 percent of payroll shown in their estimate based on thi 
other assumptions used in their calculations. In any event, unde: 
my estimate, even daotioh the transfer is from the railroad system to 
OASI, the former is being treated equitably in regard to the obliga 
tions which OASI is assuming and those which the railroad system is 
assuming. 

If the transfers are considered on a year-by-year basis rather than 
on a level-premium basis, according to my estimate there should be 
an immediate transfer from the railroad system to OASI of about 
$700 million. 

Senator Dovetas. I think Mr. Musher, in a table which he sub 
mitted, provided for that immediate drawing down of the reserve of 
the RRB from 2.1 billions to 1.4 billions. 

Mr. Myers. Yes, sir; in one of the tables he submitted he had that, 
and I am in substantial agreement with that $700 million figure. 

Senator Douc.as. I noticed, however, that the railway unions did 
not subscribe with alacrity to giving away $700 million. 

Mr. Myers. Actuarially, it would be equivalent either to give the 
$700 million in one lump sum or to spread it out or deferring it a few 
vears, just so long as the different interest considerations were taken 
into account. 

Senator Doucuias. Then perhaps this estimate of .25 percent, the 
estimate that the railroad retirement board would get a quarter of a 
percent from OASI, was based on the assumption that they would 
turn over $700 million in the capital account initially? 

Mr. Myers. No, sir, I believe that that .25 percent of payroll as- 
sumes that nothing would be turned over immediately, and that rather 
it is an equivalent level figure. 
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On the other hand, under the Railroad Retirement Board estimates, 
s | understand them, if the $700 million were paid over immediately, 

then the amount each year in the future which OASI would transfer 

to Railroad Retirement Board would be in the neighborhood of .65 

percent of payroll. So that there are those two actuarially equivalent 

plans, one in which $700 million is given to OASI immediately, and 

then OASI gives .65 percent of payroll in the future, and the other in 

vhich OAST gets nothing as a lump sum but rather pays the smaller 

annual amount of .25 percent of payroll. 

If the transfers are considered on a year-by-year basis rather than 
on a level-premium basis, according to my estimate there should be 
an immediate transfer from the railroad system to OASI of about $700 
million. Each year thereafter there would probably be a small trans- 
fer from the railroad system to OASI amounting to roughly .3 percent 
of railroad payroll on the average. In this connection the RRB esti- 
mate of a net transfer of $32 million from OASI to RRB for the full 
vear 1951 was examined. This was arrived at by taking the difference 
between an estimated $200 million of benefits due from OASI and $168 
million of OASI taxes on the total railroad payroll. By ‘total rail- 
road payroll,” [ mean both the short-term and the long-term em- 
ployees. Preliminary examination leads me to believe that the former 
figure, that is, the one as to benefits, is too high for many reasons (such 
as insufficient allowance for reductions due to the work clause and such 
as the presence of OASI benefits based on OASI wages) and should 
be in the neighborhood of $150 million. Accordingly, the differential 
in the first vear of operation would probably be a small one in favor of 
OASI. 

In closing, let me summarize by saying that it is my firm opinion, 
based on the preliminary examination that I have been able to give 
the RRB cost estimates, that the so-called social security differential 
will be far more in the direction of OASI than the RRB estimates have 
indicated. In fact, it seems clear that not only would there be re- 
quired the transfer of $700 million as a lump sum representing the trust 
fund not built up by OASI, but in addition there would on the average 
at least, be small amounts of transfers each year from the railroad 
system to OASI. Of course, as an offsetting feature, OASI assumes 
the cost of the benefits based on the railroad wages of the short-term 
railroad employees. Moreover, I believe that the cost estimate which 
I have presented in this memorandum is probably conservative, and 
the social security transfer shown as flowing from RRB to OASI, rather 
than in the other direction (as indicated in the RRB estimates), may 
well be larger than I indicated. 

Senator Dovetas. Thank you. That is a very able memorandum, 
Mr. Myers. 

Now, if you will forgive me for making a somewhat irreverent 
deduction from the combined testimony of Mr. Cohen and Mr. 
Myers, could it be summarized as this: that since the proposed co- 
ordination of the two systems on the basis outlined in S. 1347 would 
cost the railway system money, rather than giving it added revenue, 
that is, according to your estimates, and since the broader the coverage 
of the social security system the less the costs, therefore the conclusion 
which a visitor from Mars would draw, although not explicitly stated 
by the two witnesses this morning, is that instead of the system of 
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coordination proposed by 1,347 we should have an amalgamation o{ 
the two systems. 

I notice the actuary keeps silent and looks for assistance to the 
Administrator. 

Mr. Couen. Referring to a statement that you made the oth 
day about Congress being the policy-making body, I would prefer | 
leave the conclusion on those statements in the hands of the ab! 
Senator from Illinois. 

| would like to say one word about the use of the term ‘‘amalgama- 
tion,” however. We do not believe in nor are we making any recom- 
mendation for amalgamation of the two systems, at least as tha 
word is customarily used. We do not believe that the present socia| 
security system is a satisfactory basis for prov iding for the retirement 
disability, and other benefits of all workers’ and all employers’ need: 
in the United States, and therefore supplementary programs ar 
essential. 

Senator Dovetas. No, but what I meant by that is that on th 
question of assistance, social security would provide the basic rat: 
of benefit to railroad workers, and the supplementary operation of thi 
railway system would be used to pay (a) added benefits above thos: 
which social security should provide and (6) benefits to workers 
employed prior to 1937 who would not be covered under the social 
security system, or for service prior to 1937. 

Mr. Conen. We believe that that is a possibility, and that is a 
policy decision for the Congress to make. 

Senator Dovetas. Everybody is strangely silent. I thought that 
the throwing out of this suggestion would stir up the lions, and that 
there would be roars from both sides of the witness stand. Silence 
speaks loudly, but I do not know just quite how it speaks. 

Mr. Lercnry. I have already commented on that in my testimony, 
Senator, and I have not seen anything yet which would change the 
position that I took at that time. 

Senator Doueias. You prefer the method outlined in 8S. 1347? 

Mr. Lereury. Definitely. 

I would like to ask Mr. Myers a question or two. 

Do I understand this last paragraph on page 3, which the Chairman 
called attention to a few minutes ago, 

In my estimate, a factor of 90 percent is used, as compared with the RRB 
factor of 50 percent, * * *, 
as referring to our so-called career railroad employees, or the so-called 
solid “core” of railroad employees, or merely to those who have a 
few years’ service in the railroad industry? 

Mr. Myers. This refers to your long-term employees, but not to 
all of them. This refers to those long-term employees who have 
sufficient time not in railroad service that they could qualify under 
OASI. Let me give an example that might be cleat 

In the cost estimates, it is assumed ay) individuals enter at various 
ages. Now, for individuals entering at age 30 and over, this means 
that they would have 10 years before aoe into railroad service that 
they could get OASI wage credits. Now, for those individuals, in 
effect, the Railroad Retirement Board estimate has said that 50 
percent of those will get enough OASI wage credits to qualify. And 
I might point out that those individuals not only could get OASI 
wage credits before entry at age 30 but after withdrawal. 
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For instance, if they withdrew at age 55, then they would have 10 
vears before entry and 10 years after entry to get wage credits. For 
those, as you call them, iard-core employees, the Railroad Retirement 
Board estimate has roughly said that 50 percent of them would get 
OASI benefits; whereas I have said that 90 percent of them will. 
Now, for railroad employees entering at, say, age 20, they are not 
considered at that point, at least they don’t consider them if they 
enter at 20 and stay to 65. If they enter at 20 and leave at 50, they 
ire in this hard-core group, but not completely hard, let us say. 

Mr. Lercury. Have you made any estimate which has been checked 
on the records to see how many of those so-called hard-core employees 
are actually receiving OASI benefits now? 

Mr. Myers. No, I haven’t. I think it might be difficult to really 
tell because the hard-core employees now near retirement age are 
different from the new people who come in and will eventually be 
hard-core employees. Because the hard-core employees now, at age 
65, might have entered at age 30, but when they entered at age 30, 
there was no OASI system under which they could have gotten eligi- 

bility from age 20 to age 30. 

Senator Dovexas. In other words, Mr. Myers, what you are saying 
is that the so-called unearned annuities under OASI are so consider- 
able that there would now be an inducement for people to qualify 
under that system? 

Mr. Myers. Yes, sir. 

Senator Dove tas. And therefore to get employment in the covered 
occupations for at least a short period of time? 

Mr. Myers. Yes, sir, that is true in part, and further there is the 
point that I wanted to make that hard-core railroad employees now 
near 65 may have no OASI wage, because in their youth, when they 
were not hard-core employees, there was no OASI system; whereas in 
the future, say 30 or 40 years from now, then the hard-core employees 
at 65 will have had a lot of time during their youth when they actually 
did get OASI wages. 

Mr. Leicuty. That condition would not prevail, though, for a 
number of years, would it? 

Mr. Myers. It would not prevail to a great extent. It would be 
there to some extent. 

Mr. Lerenty. In making an assumption of that kind, have you 
studied the statistics that have been accumulated by the Railroad 
Retirement Board and are contained in their report for 1950, their 
annual report for 1950? 

Senator DouGias. What page? 

Mr. Lereuty. Page 105. I would like to call attention, on page 105, 
to the old age annuities, which are only at issue here because the 
social security system does not permit disability annuities, and neither 
does it permit retirement at age 60 on a reduced annuity. 

I want to call attention to the fact that 54 percent of those who 
retired in 1949 have 30 years of railroad service, and 12.1 percent had 
25 or more years of railroad service. And I assume that in quoting 
the 50 percent figure, the Railroad Retirement Board assumed that 
those were the career employees. I don’t know. They would have 
to speak for themselves. But based on the records that are now 
available, what you are saying is purely assumption and has not been 
based on what the past experience has been. 
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Mr. Myers. In answer to that point, first I might say tha 
connection with railroad retirement matters, | was employed by 
Railroad Retirement Board for 1 year, back in 1936. Ever since t! 

I have continued to study the Railroad Retirement Board data 
1942 and 1943, I conducted the second actuarial valuation, so t! 
1 am fully familiar with the actuarial methodology used, which 
not been changed greatly. And in regard to the particular point | 
you mention there, it is true that there are many emplovees with 
years of service, and, of course, many of those shown as having 30 y: 
actually have 40, 45, or even 50 years. But the point still is that 
the future an individual can reach age 65 and have 30 years of sery 
or even 35 years of service, and still have had quite ample opportun 
to qualify for permanently insured status under OAST. 

Now, [ want to make it clear that these two factors, the 50 pere: 
and the 90 percent, do not apply to all persons receiving railroa 
retirement annuities, because we all know that there are many ind 
viduals, a very substantial proportion of railroad workers, who wo 
from age 18 or 20 right on through for the railroads to retirement ag 
and never work elsewhere. That is sort of what you might call a 
superhard core. Those individuals would not be aftected by eithe: 
of these 50- or 90-percent factors. The 50- or 90-percent factors app! 
to individuals who are in railroad employment the great majority o 
their lifetime, but who enter at what we might say is not the earlies| 
entry age, or else who, according to the actuarial valuation, withdray 
mavbe at 55 or 60. There are relatively few of those. Most of th 
people who are in for 20 or 25 years at age 55 stay on, but there ar 
some withdrawals. And the reduction factors used here apply 
those individuals, the ones who are not in the suverhard core. 

Mr. Leigury. Then your assumption is based upon the thought o1 
your part that because of the possibility to secure dual benefits, man 
of these emplovees will take outside employment? 

Mr. Myers. Yes, sir, that would be one of the factors. Of cours« 
the other, as | mention, is that any individual who enters railroad 
service from now on, at age 30 or over, for the first time, will hay 
had a very substantial chance in the previous 10 years of his lifetime o! 
having worked under OASI and being permanently insured. Ther 
fore, | say that 90 percent of those who enter at age 30 or over would 
have sufficient OASI wage credits from age 18 or 20 on to their entry 
at age 30 to have gotten OASI benefits. 

Mr. Lereury. Now, Mr. Myers, you said that you were with th 
Railroad Retirement Board for a period of time. Were you one of 
the actuaries of the second actuarial valuation? 

Mr. Myers. I conducted the second actuarial valuation, and had 
the primary responsibility for it. 

Mr. Leraury. And that examination indicated that the Railroad 
Retirement Board funds were 3 percent short of being actuarially 
sound or in a sound financial condition? t 

Mr. Myers. I believe it was something of that magnitude. 

Mr. Leigury. And since that time, only 1} percent tax has been 
added to take care of it, but still all of the actuaries now agree that 
on the basis of the present benefits, which are much increased ove! 
what they were when you were with the Board—and the taxes, of 
course, to take care of them the fund is actuarially sound? 
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Mr. Myers. The fund as it now exists, under the existing laws, 

om what I[ have seen, is actuarially sound. The reason for these 

ferences, of course, is due to the inflation which has occurred in this 
country in the past 10 years, and which I do not think should be an 
actuarial assumption, that we will have an inflation every 10 years 
from now on out like that. 

Mr. Lergury. You are acquainted with the financial history of the 
country since the year 1900, are you? 

Mr. Myers. To some extent; yes. 

Mr. Leicgury. And you know what has happened during that 
period? 

Mr. Myers. To some extent 

Mr. Leigutry. Now, you say that it is due to inflationary causes. 
Inflationary causes would tend to increase the benefits or disburse- 
ments as well as the payroll, would they not? 

Mr. Myers. Yes, but due to the weighted nature of the benefit 
formula which is in the railroad system the contributions would 
increase proportionately with the inflation, whereas the benefits 
would not. And that, of course, is what has occurred in the past 
10 years. 

Mr. Leienty. But when you give the dollars and cents value of the 
benefits at the time, it was not due to any inflation, was it, back in 
1939 and 1940? 

Mr. Myers. Well, the figures essentially have been worked out on 
a percentage of payroll basis, which, I believe, most actuaries consider 
is the only reasonable b: asis of social insurance cost estimates, because 
benefits must be geared in relation to pay, and therefore any cost 
estimates must show vie the cost of the system is relative to pay. 

Mr. Leicury. But your assumption of the 3 percent deficit in the 
second valuation estimate was made along about 1942, was it not? 

Mr. Myers. The valuation was made as of, | believe, the end 
1940, but the calculations and presentation were in 1942 and 1943. 

Mr. Leientry. And the 3 percent deficit remained until it was cor- 
rected by additional taxes on January 1, 1947, when the additional 
tax allowance was only 1 percent instead of the 3 percent in the fund, 
and it is now actuarially sound. 

Mr. Myers. Yes, the 14 percent corrected it then, because by that 
time there had been sufficient inflation of the general wage level that 
the gap of 3 percent had gone down to 1)». Just as Mr. Cohen pointed 
out this morning, the social security 1939 amendments were originally 
estimated to cost about 6 percent of payroll. Yet, because of the 
rise in wage levels, by the time the 1950 amendments came around, 
that cost was down to 4 percent for those same dollar benefits. Thus, 
whenever there is an increasing wage level, our belief has always been 
that by showing costs in percentage of payroll we can then maintain 
the same relative level of benefit adequacy by amending the system 
as time goes by. And it has been stated that our cost estimates as 
a percentage of payroll are not for certain dollar benefits, but they are 
for certain relative benefits. It is hoped, I think you might say, that 
Congress will keep this relative benefit adequacy by amending the 
law if and when there is any change in wage level. 

Senator Doucuias. As | understood, Mr. Bronson’s argument was 
that due to the upward movement of average wages with the lower 
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benefit ratio on the upper increments, an increased scale of beaefits 
could be introduced because of that very factor. His statement was 
that the saving would be a little less than one-half of 1 percent. 

Mr. Lercury. | will examine that a little further in my rebuttal 
this afternoon, but I wanted to ask a few more questions of Mr. Myers 
because I think some very important points are being developed here 

You say that primarily they have these two credits which are per- 
missible. Do you think there is any possibility of any action o: 
recommendation on the part of the Social Security Board that legis! 
tion be enacted to prevent certain duplications? 

Mr. Myers. I couldn’t answer that question. I have just examined 
here the magnitude of the so-called social security cost differentia! 
In fact, I have not examined what you might say the basic cost est 
mates as to whether they might or might not be self-supporting. 

Mr. Lercury. You have a provision under social security now that 
if a man earns more than $50 in social security employment he is not 
eligible for his benefit, have you not? 

Mr. Myers. That is correct. 

Mr. Letcury. Does that apply in any way or is it likely to be 
extended to apply to an annuity in the amount of more than $50? 

Mr. Myers. Do I understand you correctly that if a man is getting 
a social-security benefit and if he works for the railroads for more tha 
$50 a month, would he lose his OASI? 

Mr. Lereury. No; that isn’t my question at all. Assume that h 
works in employment covered by social security, he doesn’t get his 
benefit. 

Mr. Myers. That is correct. 

Mr. Lereury. All right, that is all I have. 

Mr. Scuogenr. Mr. Chairman, I would like to ask several questions 
if | may. 

Senator Dovatas. Yes. 

Mr. Scuoener. I think you said in response to Mr. Leighty that in 
the second actuarial valuation you found a shortage of 3 percent of the 
payroll in the Railroad Retirement Act and by 1946 a correction o! 
only 14 percent was necessary to make that up, is that correct? 

Mr. Myers. That is correct. 

Mr. Scuorne. Did you serve as an actuarial consultant to the 
House Interstate and Foreign Commerce Committee in 1946 when 
they were considering the so-called Crosser amendments of 1946? 

Mr. Myers. That is correct. 

Mr. Scnoene. What was your estimate at that time as to the short 
age in the railroad retirement financing? 

Mr. Myers. At that time I believed that the differential of 1! 
percent was not sufficient, and in my opinion at that time it should 
have been even more. As actual events have occurred, with the 
inflation since the war and there has been even more than that since 
the war, whatever gap there was, whether it was 1% percent or 2}; 
percent, has according to the Railroad Retirement Board’s statements 
now been substantially wiped out. 

Mr. ScHorener. The tax rate at that time was 7% percent, wasn’t it? 

Mr. Myers. The combined tax rates? 

Mr. ScHOENE. Yes. 

Mr. Myers. I believe so; yes. 
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Mr. Scnoene. Your estimate was 104; percent under the present 
law, was it not? 

Mr. Myers. 10'4 percent as a level premium. I believe it was 
somewhere in that neighborhood. I don’t have the exact figures 
here. As far as my memory goes, I thought it was a little bit lower 
than that. 

Mr. Counen. Mr. Chairman, may I make a statement with regard 
to this line of questioning. 

Senator Doua.ias. Yes; surely. 

Mr. Conen. It seems to me that we have very clearly to appreciate 
the difference between the responsibility of an actuary in making 
estimates in perpetuity and the functions of economists in making 
assumptions regarding the economic developments of the future and 
policy decisions which take into account both factors. I may say 
that in the Social Security Administration we do not ask our actuaries 
in making estimates to tell us what wage levels will be in 1962 or 
1972 or 1990 or the year 2000, nor do we always make our decisions 
as to what we are going to do solely on the basis of the actuarial esti- 
mates that are presented. I think the actuaries have a very difficult 
and almost insuperable problem in making estimates over a 50-year 
period, which has been the experience in the past, because of attempt- 
ing in these types of systems to measure the contributions and the 
benefits over a man’s entire lifetime. I may say I think it is reason- 
able to look into the long-run future costs of what the benefits will 
be over a man’s entire lifetime, but similarly I believe that one has, 
from the practical standpoint, to recognize that they do not take into 
account economic changes that will occur. 

In making cost estimates for the social-security system we firmly 
believe that Congress should take into account the economic facts of 
life concerning the increase that has occurred in wages in the United 
States over the past 150 yeras. This statement is somewhat like 
carrying coals to Newcastle, Mr. Chairman, but I think this is a point, 
as your works have amply demonstrated. And this is a function of 
Congress, if one is planning a social-security-insurance system over a 
long period of time where you have large numbers of people involved 
as there are in the social-security system, you can rightfully make an 
economic assumption about the progressive increase in wages over a 
period of time. But my only point here is that we do not consider that 
to be the function of the actuary. So whatever limitations or defects 
in the actuarial estimates that there have been in the past and which 
will continue in the future, we do not believe that it is wise for the 
actuaries, as Mr. Myers said, to assume that we will have a period of 
war and inflation every 10 years and change the wage structure. | 
think that therefore comes down to where Congress after reviewing 
the actuarial estimates in effect has to take the responsibility for 
determining and one might say take the risk of what the future 
economic level will be, which in large measure is the major determining 
factor of these costs and not most of the other probabilities that are 
taken into account in the estimates. 

Senator Dovetas. I don’t wish to utter a wisecrack, but I take it 
this is a plea that we should take the risk and you should take the 
credit. 

Mr. Scuorenr. Mr. Myers, notwithstanding the limitations on the 
function of an actuary which Mr. Cohen has stated, you did make 
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specific recommendations to the House Committee on Interstate ; 
Foreign Commerce with respect to tax policy in 1946, did you no 

Mr. Myers. I made those cost estimates at that time. As \ 
Latimer stated, he believed at that time that 14) percent would 
sufficient because he anticipated that railroad employment wo 
have a definite upward trend, and as he has indicated in his testimo 
here that has not been the case in the past few years. My estimat 
in 1946 were based on the general employment conditions that 
found in my valuation in 1942 and 1943, and on perhaps a pessunist 
view of the railroad coverage and conditions in the future. 

Mr. ScHoene. You at the same time made some recommendatio: 
to the committee with respect to unemployment-tax policy, di 
you not? 

Mr. Myers. Unemployment insurance? 

Mr. Scuoener. Railroad unemployment insurance; yes. 

Mr. Myers. As I recall those amendments, there was nothi 
in them on unemployment insurance. You mean the cash sickness 
benefits in the unemployment system? I think that was the majo 
feature. 

Mr. Scooene. There were also amendments to the unemployme 
insurance act aside from the sickness benefits. 

Mr. Myers. It may be possible. I haven’t looked that ov 
recently. I think the major amendments were the addition of the 
cash sickness benefits. 

Mr. Scuoenr. The unemployment insurance tax rate at that tim: 
was 3 percent of the payroll, was it not? 

Mr. Myers. That is correct. 

Mr. ScHoeNne. Do you recall what your recommendation was as to 
what it should be? 

Mr. Myers. As I recall, I estimated that putting the cash sickness 
benefits in would cost somewhat more than it actually has turned out 
to be. Again, the reason for that is the inflation in wages. Th 
benefits have stayed static and wages have gone up so benefits ar 
a much lower proportion of the pay. In most sickness experienc: 
when the benefits are relatively low in proportion to pay, peopl 
aren’t nearly as sick as they are when they are high. 

Mr. Scuorenr. Do you recall what your estimate was as to what 
the unemployment insurance tax rate would have to be to cover the 
unemployment insurance system as amended by the 1946 amendments? 

Mr. Myers. I don’t recall. I haven’t examined that materia! 
for several years. 

Mr. ScHoenr. Perhaps you would like to refresh your recollection 
You might like to take a look at the report you made in 1946. 

Mr. Myers. Yes, I have examined these figures now, and the cost 
is shown to be not quite 1 percent more than the cost of the existing 
tax at that time. 

\fr. Scnoenr. In other words, vou felt that the tax, which was then 
3 percent, should be increased to 4 percent? 

Mr. Myers. No; 3% percent. 

Mr. Scnorenr. Do you know what tax is being paid now’ 

Mr. Myers. The tax rate now, as I understand it, is one-half of | 
percent until the reserve fund drops, and eventually the tax could be 
as high as 3 percent. 


> 
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\ir. ScHoeNE. Did you hear Mr. Fort’s explanation the other day 
vhy they are paving one-half of 1 percent now? 
. Myers. No; I did not. 
Leicuty. | think that is all. 
enator Doueias. Mr. Myers, may I ask a question? 
\ssuming for a moment that the Railroad Retirement Board’s 
mates of the advantages to the railroad system of the provision 
workers who have been employed for less than 10 vears are cor- 
may I ask this question: By the provision in S. 1347 requiring 
OASL to take only those with 10 vears’ service, is that harmful to 
OASI by requiring OASI to take none but short-service employees 
while deny ing the long-service employees who more greatly benefit the 
OASI funds? 

Mr. Myers. As I see it just offhand, it seems to me that these short- 
service employees are ones who on the whole would be under OASI 

yverage after leaving railroad service, so | should think that there 
would be no disadvantage there. 

Senator Doveias. You mean that OASI would not lose by having 
the short-service people thrown upon them. 

Mr. Myers. I should not think so, that is, with, as vou have men- 
tioned, the proper financial arrangements, because that would just 
fill up a gap, as you might say, in the individual’s OASI-covered em- 
plovment. I don’t believe that there would be too many of these 
individuals who would get OASI benefits just on that short-term rail- 
road service and with no subsequent OASI service, so they wouldn't 
be getting all the weighting that we have been talking about. 

Senator Dovatas. Railroad Retirement would benefit from the 
excess of contributions under the railway system over the excess of 
contributions under the OASI system. OASI would not lose, but 
railway retirement would benefit. 

Mr. Myers. Yes, sir. That is the way it is in many private pen- 
sion plans where the employer contribution is really used for the bene- 
fit of those who stay. Those who withdraw get their money back, 
those who withdraw in 5 years or 10 vears, whatever the vesting period 
might be, and the emplover’s contribution which apparently was for 
these individuals is shifted over to the long-term employees. That 
is customary pension practice. 

Mr. Fort. May I ask two quick questions? 

Senator Dovatas. Yes, indeed. 

Mr. Fort. Mr. Myers, assuming the type of coordination between 
social security and railroad retirement which was assumed, as | under- 
stand it, in the Railroad Retirement Board’s estimates, | understand 
that vou believe the result would be an immediate transfer of $700 
million from the railroad retirement fund to the social-security fund, 
and that after that, the railroad retirement fund would continue 
annually to make a small payment of perhaps three-tenths of 1 percent 
of the payroll to the social-security fund, and against those two things 
would be set off the fact that the railroad retirement fund would be 
relieved of paying benefits to men with less than 10 years’ service. 
Is that so? 

Mr. Myers. Yes, sir; that is correct. That is one way of paying 
the cost. As I mentioned, you could have the other alternative of 
transferring nothing. 
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Mr. Forr. I understand that, but the point I am getting to is, in 
your calculation as to how much would be saved to the railroad 
retirement fund by reason of that relief from paying men with less 
than 10 years of service. 

Mr. Myers. Yes, sir. They would be two offsetting elements. 

Mr. Forr. I want to know how much they would offset. Hoy 
much would the railroad retirement fund save by being relieved of 
having to pay benefits to men with less than 10 years’ service? I am 
trying to get a net figure. 

Mr. Myers. | think you would have to get that figure from the 
Railroad Retirement Board because the savings that you are talking 
about would in large part arise from the savings in the higher tax 
rate paid by both the employer and the short-term employee, which 
would be kept in effect by the railroad retirement system, whereas 
the individual involved would get only OASI wage credits. 

Mr. Fort. Let’s get about it in a little different way. The Railroad 
Retirement Board estimated that the net saving to the railroad retire- 
ment fund from this less-than-10-year-service provision and from thy 
transfer of funds put together would be 2.2 percent of the railroad 
payroll. That was furnished’ in a letter to Senator Douglas. As | 
understand it, when you reworked the figures you changed the plus 
0.25 percent into a minus 0.65 percent. Isn’t that correct? Or you 
made a change of approximately 0.95 percent or, for rough purposes 
say 1 percent. If that is all true up to that point, would it have the 
net effect of reducing the savings testified to by the Railroad Retire- 
ment Board actuaries from 2.2 percent to approximately 1 percent in 
favor of the railroad retirement fund? 

Mr. Myers. I am not familiar with that 2.2 percent figure, but if 
that is correct, then your conclusion is correct that the differential as 
I stated in here is 1 percent less. 

Mr. Forr. Just one more question. You testified as to the situa- 
tion of a man who had railroad service and also covered service under 
social security, and that many times he would receive just as much 
from social security as if he spent his life in social security, almost as 
much because he would have full service there for qualification, and 
in addition he would receive benefits under the railroad retirement 
svstem. As a result, would he receive more or could he receive more 
than if he had spent his entire life’s work under one system or thi 
other? 

Mr. Myrrs. I am afraid I haven’t made myself clear on that 
point, but I think your question can be answered by considering the 
individual who will be able to qualify under both systems, that is, 
sav he is virtually a hard core railroad worker and works almost. all 
of his time in railroads but does work sufficiently to get an OASI 
benefit. That individual will get more than if he had spent all of 
his time in social security or all of this time in railroad retirement 
instead of, say, 90 percent of his time in railroads. 

Mr. Forr. This is my last question, Mr. Myers: How could that 
inequity be cured, because it obviously is an inequity? 

Mr. Myers. I believe there are a number of ways of curing it. 
I believe one way would appear to be the way that Senator Douglas 
mentioned, of having the OASI system universal and the railroad 
system supplementary on top of it. 
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Mr. Fort. Couldn’t it be cured under the philosophy of this bill, 
S. 1347? Couldn’t some provision be put in that bill to avoid those 
luplicate or bonus benefits? 

Mr. Myers. I suppose it could. That would be a matter that 
would require quite a bit more study. I wouldn’t be prepared to 
ay just how at this time, but I think almost anything is possible in 

islative action. 

Mr. Fort. Thank you, Mr. Myers. 

Mr. Conen. That is a good note for us to close on, Senator. 

Senator Douaias. Thank you very much. 

Mr. Leighty and Mr. Schoene, do you want to begin your rebuttal 
now? 

Mr. Leicuty. No. In fact, some of the material is now being 
typed. I think we can get going this afternoon on it. I would like 
to suggest, Mr. Chairman, that in as much as the figures of the 
Railroad Retirement Board actuaries have been challenged by the 
statement, I think the record ought to show what they have to say 
about it. 

Senator Douauas. They will be invited to present a further state- 
ment. May I ask if the operating crafts are ready for rebuttal? 

Mr. O’Brien. Mr. Chairman, what rebuttal we might have, I 
don’t know that you could call it so much rebuttal as a kind drawing 
together of the various strings. It will be very short. The chief 
executives of the operating organizations are tied up today with the 
National Mediation Board. I have some notes about what Mr. 
Robertson would tell vou, and if it would be helpful, I could give you 
those at this time and use up these few moments. 

Senator Douag.tas. I don’t want to put you at a disadvantage at 
all, because rebuttal is always a shying off and people try to jockey 
themselves into a later position. Technically you are entitled to 
come after the nonoperating crafts. So I don’t want to put you on 
prematurely. 

Mr. O’Brien. Our rebuttal as we presently view it would consist 
of three things, I think. Mr. Bronson has a few moments that he 
would like to spend on this question of tolerance, 1 percent or what- 
ever tolerance may exist. 

Senator Doua.tas. Oh, yes. 

Mr. O’Brien. Mr. Robertson was going to make a brief restate- 
ment of position in the light of what has happened here, and I was 
going to be available if you have any questions. 

Senator Dovetas. Would you be ready this afternoon? 

Mr. O’Brien. Of course my statement there does not include 
what we might think it necessary to do on our own behalf after we 
have heard what the Board’s actuaries and reserve people have to 
say or what surprises Mr. Schoene or Mr. Leighty might have in 
store for us. 

Senator Dovuaias. Suppose we recess until 2:30, and Mr. Schoene 
and Mr. Leighty will present their rebuttal then. Then we will ask 
you to go on in rebuttal, the railways in rebuttal, and then we will 
ask the “Railway Retirement Board to come in rebuttal, and then to 
be perfectly fair to everyone, the nonoperating crafts will have sur- 
rebuttal. I think we will knock it off at surrebuttal. We will not 
have sur-surrebuttal. 
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Mr. Lerenry. Rebuttal is all we want. We don’t want an op 
tunity to reply to what anybody else says on rebuttal. 

Senator Douatas. We will recess until 2:30. 

Whereupon, at 11:40 a. m. the hearing was recessed until 
p.m. the same day. 


AFTERNOON SESSION 


(The hearing was resumed at 2:30 p. m., upon the expiration of | 
recess 

Senator DouGc.as. Are we ready to continue? 

Mr. Lercury. We are next up, Mr. Chairman? 

Senator Douatas. Yes, Mr. Leighty. 


FURTHER TESTIMONY OF G. E. LEIGHTY, CHAIRMAN, RAILWAY 
LABOR EXECUTIVES ASSOCIATION, AND LESTER P. SCHOENE 
GENERAL COUNSEL, RAILWAY LABOR EXECUTIVES ASSOCIA. 
TION 


Mr. Leicury. Mr. Chairman, I do not have a prepared stateme 
but I will talk from some notes which I have and from some tables 
which we have prepared on certain portions of S. 1347, and M 
Schoene will talk on other portions and elaborate somewhat on som 
of the issues which I cover. 

[ think that probably one of the most important issues is the pro 
spective payrolls, and I have prepared some material in connection 
with payrolls which I would like to discuss for a few minutes. ¥ 
will recall that you requested us to furnish this information for th 
record, and this statement will serve the dual purpose of respondin 
to your request and rebutting some of the testimony that has bee 
presented. 


, 7 
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All emplovees 
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Class | switching and terminal companies 


Total 


Class Il and III 

Other switching and terminal companies 
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Data from the Board’s wage study for 1949: 
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Not over 5 percent not taxable if $400 maximum is used. 
Taxable payroll 6,024 M 
You have a copy of this three-page statement that was furnished you 
showing that for 1949—and this is in the M-—300 for the year, which 
vou have already on your desk, if you will turn to the second page, 
please, the class I railroads had a total payroll of $4,592,000,000. 

Senator DouGuias. That was total payroll. 

Mr. Leicury. Total payroll for class I railroads. 

Now, if you will turn back to the first sheet of this statement, you 
will find that the Railroad Retirement Board made a wage study of 
the number of employees for 1949 who earned compensation that is 
creditable under the Railroad fetirement Act. All employees, 
2,090,432; the class I railroads and the class I switching and terminal 


companies 
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Senator Dove.as. Justa minute. May I ask: Are those the act) 
numbers employed, or are they total numbers of names appearing on 
the payroll within the yea 

Mr. Leteuty. The total number of names appearing on the payroll! 
within the vear. 

Senator Douatas. So that the total number of persons employed 
would be less than this? 

Mr. Lereury. Definitely; yes. 

Senator Dovatas. Since there would be a turn-over, particularly 
in the lower paid groups. 

Mr. Lereutry. That is right; lower paid and short service people. 

Now, the class I railroads employed a total of 1,851,000 employees 
And if you will turn to page 2, I have divided the amount that the 
class I railroads paid by the number of employees, to secure the 
average. 

We also find that other groups are covered by the Railroad Re tire- 
ment Act, and those groups are likewise listed. They total 238,000 

We took the average for the class I railroads, of $2,480, for oe veal 
1949, and multiplied it by the number of employees in the othe: 
groups, and reached a total of $592 million. So, added to the $4 
billion 592 million, we have a total payroll in the services covered 
by the Railroad Retirement Act of $5,184,000,000 for 1949. 

Now, turning to this M-—300 for the year 1950, which you have 
before you, you will find that the total for class I carriers for 1950 
was $4 billion 778 million. 

Senator DovuGLias. You mean that was actual? 

Mr. Lerenry. That was actual for 1950, for class I railroads, 
minal, and switching companies. 

Senator DovGias. Oh, but excluding class II, electric railways, 
railway express, pullman company, car-loan companies, and mis- 
cellaneous? 

Mr. Lerenry. That is right. Now, this $186 million, identified 
on the statement as “increase on class I in 1950” is the difference be- 
tween the $4,592,000,000 for 1949 and the $4,778,000,000, but it was 
broken down in this way to that we could determine how much of an 
increase in 1950 over 1949 to estimate for,employers other than 
class I carriers, using the same basis. And I might say that these 
others generally follow the basis of pay of the class I railroads; so that 
is a reasonable assumption. 

So we find that a $23 million increase on the others in 1950 would 
be moderate. That means a total payroll in 1950 of $5,393,000,000. 

Senator Dovetas. Is that a taxable payroll? Or a “total payrol!? 

Mr. Letaury. No, that should be total payroll. Lamsorry. That 
is the total payroll in 1950. 

Now, the taxable payroll, according to the statistics which were 
furnished you by the Railroad Retirement Board, based partly on 
estimates, but believed by them to be quite accurate, is a payroll of 
$4,700,000,000, taxable. So that would mean there was $693 million 
not taxable, which is a total of 12.8 percent. 

Senator Dovuatas. Since you have taken into account that these 
other groups of employment, $693 million, in your judgment consists 
of earnings above the $300 a month? 

Mr. Leicury. That is right. That is the portion that is not taxable 
under the $300 minimum now in effect, and was not taxed for the year 
1950. 
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Senator Douc.ias. If my memory serves me right, this somewhat 
checks and agrees with the estimate made by Mr. Fort, that the 
raising of the tax base contemplated in 1947 would increase their 
payments by approximately 13 percent. 

Mr. Letcutry. Well, really, the amount here should probably be 
about 12 percent, because in this you have a lot of men that got 
over $400, and you would have those in the picture, too. 

Senator Dovetas. But I mean this estimate of yours roughly 
agress with, as I understand it, Mr. Fort’s estimate. 

Mr. Leiegury. That is right. 1 think it can be said that it roughly 
agrees with his estimate. 

Now we come to the 1951 payroll estimates. We start out with 
the $5,393,000,000 payrolls in 1950. The nonoperating employees 
have received two increases, one of 12's cents per hour, which it is 
estimated will cost $285 million a year, but it didn’t become effective 
until February 1, so we deduct one-twelfth of that amount, or $24 
million, to get the balance that will be applicable for the year, of $261 
million. Then the 6 cents per hour, which became effective April 1, 
will amount to around $135 million, and because it isn’t effective until 
April 1, when 3 months have gone by, we deduct one-fourth, or $34 
million, leaving $101 million, which makes a total of $362 million based 
on increases which have already been received. 

[ have carried that item over to the column on the left-hand side of 
the page. 

Now, on July 1, another adjustment will be due. We estimate 
that that will be 2 cents per hour. 

Senator Douatas. On cost of living? 

Mr. Letaury. Cost of living. That will be $24 million, and we 
estimate another 2 cents October 1, and that will be $12 million. 

Senator DouG.ias. You are not counting the chickens before they 
are hatched, are you? 

Mr. Leicutry. No, but we are only trying to estimate 6 months in 
advance, and, of course, these actuaries are estimating in perpetuity; 
so that we think our estimates are — moderate, only trying to figure 
out what will happen yet this yea 

We don’t have anything de finite. on what the operating group settle- 
ment is going to be, but based on the information we do have we think 
that the’ operating settlement will be worth $170 million in this year. 
I think it is a moderate estimate. It may run beyond that. So we 
have estimated the payroll for the employees on class I railroads, 
terminal and switching companies, as $5,961,000,000. The other 
groups, that are not employees of class [ carriers 

Senator Doveias. Wait a minute. Is that class I? Or all 
groups? 

Mr. Leieury. No, that is class I, including switching and terminal 
companies. 

Senator Douatas. Well, up at the head of the page the figure of 
5,184 includes all. 

Mr. Lereuty. That is right. 

Senator Dovetas. And the figure of 5,393 includes all? 

Mr. Leieutry. That is right. 

Senator Doueuias. Now, how, then—— 

Mr. Lercuty. Well, I show the increase for the others than class I 
carriers in that $78 million figure, which makes a total of $6,039,- 
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000,000 for 1951. This is just increases in pay rates that we a 
talking about, Senator. This does not include the amount that 
already in the payroll for those other people, because that is $5 
million. And you take approximately 13 percent of that, the sa 
percentage increase that has been shown for class [ carriers, and y 
arrive at the $78 million increase that these other people will recei 
So that gives us a $6 billion 39 million, total payroll for 1951, bas 
on the employment in 1950. 

Now, we estimate that in 1951 there will be a 5-percent increase 
employment. The question might well be asked: How do we arriy 
at that figure? 

In the hearings before the Interstate Commerce Commission on t! 
rate increase, it was estimated that the increase in the use of tl 
railroads, based on ton-miles and passenger-miles, would amount t 
from 4 to 16 percent over 1950. 

Senator DouG.ias. Four to sixteen? 

Mr. Leraury. Four to sixteen; which, if you use an average, woul 
be a 10-percent increase. So we have said that if they have a 10- 
percent increase in business it is reasonable to assume that they would 
have a 5-percent increase in the number of employees to take care of 
that 10-percent increase in business. 

Now, to show that we feel that is very moderate, I might Say that 
for the first 2 months of this year, the total operating revenues of th: 
railroads were 25 percent above the same period in 1950, without any 
increase in the rates. Those are for the first 2 months, and those a1 
the only 2 months on which we do have definite financial figures at 


this time. Estimates are available for March, but I do not have that 
with me 


But there is another factor that puts us pretty much up to date 
with respect to the business on the railroads, and that is with respect 
to car loadings. And with respect to car loadings, we find that for 
the first 4 months of the vear, the car loadings totaled 12,645,900 
cars, as compared with 10,999,422 cars in the same 4 months in 1950, 
or an increase in traffic volume in those 4 months of 15 percent. So 
while I must admit that the 5 percent is a figure which we have picked 
we do maintain that it is a moderate figure, based on those statistics 

Now, then, let’s drop down for just a moment to the estimate of the 
taxable payroll. 

Senator Douveias. Now, wait a minute. That gives you an esti- 
mated total payroll, then, of $6,341,000,000 for 1951? 

Mr. Leitaury. That is right. 

Now, the estimated taxable payroll based on a $300 maximum: 
We have seen from the Railroad Retirement Board figures that the 
taxable payrolls in 1950 are $4,700,000,000. Based on our knowledge 
of the average pay rate and the monthly compensation of the em- 
plovees among the nonoperating groups, we estimate that 60 percent 
of the increase will be taxable. I might say even with the 6 percent 
added, our average for the nonoperating group is about $284 a month. 
Now, we have a large number that draw more than $300 and a large 
number that draw much less than $300, so the 60 percent average is 
a moderate figure, and it agrees with Mr. Fort’s calculation in his 
testimony with respect to the percentage under $300, those between 
$300 and $400, and those over $400. If you want to take the time 
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analyze that figure, vou will find that the amount I have used there 
responds very closely with that. 

Now, we have used an arbitrary figure with respect to the increase 

the operating group. We have said about 25 percent of that will 

taxable. We know that there are many part-time employees in 

it group that do earn less than $300 a month, and on some of their 
positions the current rate of pay would be less than $300 a month. 
And we are using a 25 percent average of the increase as being taxable. 
We think that that figure is moderate, but inasmuch as it only repre- 
sents 1 percent of the total, a few million dollars one way or the other 
: not going to 1taake a great deal of difference in these calculations. 

Now, for the others we estimate 50 percent of their increase will be 

xable, because they represent probably groups that it is difficult to 
make a general analvsis for. But here again, we have less than 1 
percent of the total involved. So this $39 million of the $78 million 
being taxable is, we believe, a reasonable figure. 

So the total estimated taxable payroll, based on 1950 employment, 
would be $5.020.000.000. Wesav there would be a 5-pe reent increase 

employment,-so inasmuch as there are new employees coming into 
he field, we say that the same amount of their compensation will be 
taxable. So we take 5 percent of that amount and arrive at a total 
of $5,271,000,000 total taxable pavroll based on a $300 maximum. 

Senator Douetas. I suppose the new employees coming in, however, 
would tend to come in at a lower than average rate? 

Mr. Leraury. Some of them, however, will have full-time employ 
ment, and some of those already in will turn from part-time employ 
ment to full-time employment; so we feel that using the same per 
centage is a moderate method to use in computing the taxable pay 
roll. And | micht Say that we have been, as we feel, on the moderate 
side in determining these totals. 

We show, then, just a little above that on the page, that $5,271 ,000,- 
000 is taxable and $1,070,000,000 is nontaxable, or 17 percent non- 
taxable for 1951. 

We made an estimate on the taxable payroll based on $400 maxi- 
mum; and the best figures that we could come up with indicated that 
not over 5 percent would be not taxable if the $400 maximum is used, 
and based on that assumption, which we think is a moderate one, the 
taxable payroll on a $400 maximum would be $6,024,000,000. 

I do know that we had a lot of gloom around here for the last few 
days about what is going to happen to the railroads and why we can’t 
contemplate any improvement in these payrolls, that they must go 
down. And all of that is very interesting, and entitled to considera- 
tion, but it doesn’t impress me too greatly. When the shade is up 
and the sun is shining, | believe that it is proper to observe the sun- 
shine; and, frankly, | am not too much concerned about it. I say 
this, that I have always had every confidence in the ability of our 
country to continue to progress regardless of the odds against it, and 
I still maintain that confidence. I think we are going to see a con- 
stant improvement, probably not for the next few years, in our stand- 
ard of living, because of the demands of the defense program; but for 
the long-time pull you are going to see a constant improvement. 

Now, just to digress for a moment, I would like to talk about 1914. 
The cost of living in 1914, based on the 1935 to 1939 index, was 71.8 
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percent. The weekly wages at that time were $11.01, the hours ; 
week 49.4 hours, and the average hourly compensation 22.3 cents. 
February 1951, the cost-of-living index was 181.6. The weekly wages 
were $62.97 for a workweek of 40.6 hours, or an average hourly com- 
pensation of $1.55. If you allow for the increase in cost of living, 
you find that there has been an improvement in the real value of your 
wages of 126 percent, which, distributed over 37 years, means an 
annual improvement factor of a little over 3 percent. 

Now, back in 1914 if anybody had told you that wages would | 
$1.55 per hour in the ne - 50 years, you would have laughed at hin 
and said he was crazy; but all the figures that have been sihenitte. 
here by the actuaries and others who have discussed railroad payrolls 
have led us to believe that the picture is very dark for the railroads 
and there will be no improvement, and we are going to go down, | 
can’t agree with those conclusions, for several reasons. 

In the first place, while the railroads do not handle the same per- 
centage of the total traffic anv more, the actual physical amount of 
the traffic that they are handling is constantly increasing. And it is 
going to continue to increase. That is one factor. 

Another thing is that it is generally recognized every place that th 
railroads have a definite place in a permanent transportation schem: 
And that will be developed more as time progresses. 

You may say, “Well, that is well and good, but because of thes 
improvements you are going to have a constantly declining employ- 
ment, and consequently your taxable payrolls are going down.” | 
don’t agree with that. My honest opinion is that within the nex 
15 or 20 years, possibly sooner, when we get back on an even kee! 
again, you are going to see a 30-hour w orkweek, with the number of 
of employees required angi stig work increased instead ot 
decreased. We may find that the wage rate is such that instead of 
talking about a $400 maximum for taxable compensation we will b 
talking about $500. 

Thirty-seven years ago they would have laughed at you if you said 
a dollar hourly rate was in prospect in the next 50 years. I can’t go 
along with the gloom peddlers who say, “We are in a static position 
We are not ever going to go any further.” I say we are going furthe: 
and the taxable payrolls can increase by reason of shorter workweeks, 
which ali industry will have long before the close of this century, 
by the fact that the wages are going to continue to increase, and the 
taxable compensation can go not only to $400 but $500. 

So much for payrolls. I wanted to discuss just briefly the estimates 
on cost; and I have several documents here that I will refer to. | 
would like to have them distributed. 

You will recall that on Saturday, the Railroad Retirement Board 
furnished you, in accordance with your request, tables D-1, D-2, 
and D-3, showing estimates of the progress of the railroad retirement 
system compared ' with the 1940 estimates, based on the first valuation; 
the 1944 estimates, based on the second valuation; and the 1947 esti- 
mates, based on the third valuation. 

I have taken those three documents and put them together in a 
statement, which you now have before you, which shows what 


happened. 
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Let’s refer first to table D-1. That is the 1940 estimates. In the 
material I heve prepared, I show the actual experience in the left- 
hand column, the 1940 estimates based on first valuation next, and 
then 1944, 1947, and 1950. The 1950 estimates are taken from the 
document erroneously called the Leighty Table, furnished by the Rail- 
road Retirement Board. And on payrolls, you will notice that even 
in 1947, when the estimate was made, they estimated a payroll of 
$4,100,000,000, while for 1947 the actual was $4,744,000,000. Now, 
how are you going to estimate a payroll? If you cannot come within 
$600 million in the year that you are estimating, I can’t see how 
you are going to be accurate on a projection into perpe tuity. 

I think a statement made by Mr. Cohen this morning was very 
pertinent, “that the actuaries made their studies and reported back 
and then it was up to us to determine whether we were going to take 
the result of their studies or do something different.’”’ That is exactly 
the condition that confronts us. And I want to call your attention 
to the fact that in 1947, 3 years ago, they estimated a payroll for 1950 
of $3,994,000,000. Now, that estimate was made after the war had 
been over for over a year. They were over $700 million off on that 
estimate. SoIsay to you that while they shoul | make these estimates, 
after we get them we should use our own judgment on how much 
weight to place on them. 

Senator Dovetas. What you are saying is that they have consist- 
ently underestimated the taxable payroll, and therefore underesti- 
mated receipts; that they have slightly overestimated disbursements, 
and therefore appreciably underestimated the actual reserve of the 
fund. 

Mr. Lerauty. The condition of the fund. Yes, sir. That is what 
[ am saying in brief. 

Senator Douauas. These tables may be made a part of the record 
at this point. 

(The material referred to follows:) 


Payrolls 
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1940 es- 1947 es 





timates timates timates timates 
Actual based on based on based on based on 

first val- second val third val- | fourth val- 
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1941 $2, 000 

1942 2, 000 

1943 2 000 $3, 651 

1944 2. 000 » 400 

1945_ 2, 000 3 150 

1946 2, 000 2, 926 

1947 2, 000 2, 750 

1948 2, 000 2, 625 

1949 2, 000 2. 551 ‘ 

1950- - . 2. 000 2, 525 $4, 933 

1951_ 2, 000 2, 500 5, 160 

1952... 2. 000 2, 500 5, 192 

1953... 2, 000 2, 500 ) 5, 056 

1954. . . ai 2, 000 2, 500 5, 184 

1955 ‘ . 2, 000 2, 500 3, 379 5, 192 

1956_ _. ‘ 2, 927 5, O56 

1967... 2, 997 5, 152 

1958... 3, 326 4, 808 

1959... 3, 394 4, 296 
3, 4, 


1960_ 
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1040 es- 1944 ¢ 1947 es 
tumates tinat timate 
Actual based on based on hased on 
first val second val-| third val 
uat ua ua 
$120 
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130 
) 130 
31 140 
{84 140 7 $47 
569 140 193 446 
) 197 17 
4¢ 1A0 141 479 
L50 1s 171 
( TRS 40\7 
150 ISS 47 
150 15s 4656 
150 18S 42? 
yo 
416 
424 
418 
Dishursement 
1940 ¢ 194 1947 es 
timates mates timate 
Actual based or t ba 
tir 1 navy ] third ] 
u uation lation 
$128 $133 
131 140 
L3t 147 $139 


141 154 144 


Lit 161 l 
164 167 164 
207 174 175 
259 180 184 
297 187 190) ; 
316 195 193 
201 196 376 
207 199 304 
213 203 412 
219 208 427 
224 212 444 
458 
469 
480) 
492 
502 
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Mr. Letaury. Now, vou take this D—1 for example. They told 
us in 1940 that in 1945 the fund would go broke. With no increase 
in taxes, no increase in the rate of taxes, and with the benefits remain- 
ing at the same level that they were at, we find that in 1945 instead 
of being broke we had $646 million in the fund, which increased to 
$790 million before the new taxes and new benefits were put into 
effect. And that was during the period when they told us we were 
3 percent underfinanced. That was what was going to happen to 
our fund. 

And I want to call attention too, on that same table, to the fact 
that as to 1944, the actual disbursements were $141 million, and the 
estimated disbursements $154 million, or $13 million over the actual. 
And it wasn’t until after we got the 1946 benefits that we exceeded 
their estimates of disbursements. That was due, of course, to the 
improvements that were made in the railroad retirement system at 
that time. 

Now, in their table D-—2, their estimate made in 1944—that was 
before the increase in taxes and before the increase in benefits, and 
they said the increased benefits were underfinanced—was that in 
1950 the reserve would be $684 million. That was after they had 
had an opportunity to get into this $4.2 billion and $4.3 billion 
payroll period. So you can’t say that that was based on an under- 
estimated payroll, of $2 billion, or $3% billion, because they already 
had experience at that time with a $4 billion payroll. And what 
are the facts? In 1950, instead of having $684 million in the fund, 
we have $2,369,000,000. 

Now, take their table D-3. The 1947 estimate based on the third 
valuation, after we had had experience with $4 billion payrolls for 
some time—you will see that in 1947—and this estimate was made in 
1947—the disbursements are estimated at $253 million. The actual 
disbursements were $207 million. In 1948, the estimated disburse- 
ments were $292 million; the actual $259 million. In 1947, the esti- 


mated disbursements were more than 22 percent above the actual. 
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In 1948, they were 13 percent above the actual. In 1949 they were 
13 percent above the actual. In 1950 they were $39 million or (2 
percent above the actual disbursements. 

Senator Douauas. The estimate of taxes, on the other hand, has 
been appreciably less than the actual yield? 

Mr. Lereutry. That is right. So you have two factors working 
there. But I am talking now about the disbursement feature alone. 
because I think that that is very interesting in the comment that | 
am about to make. 

The Railroad Retirement Board has estimated the cost of our 
program, that is, the benefit cost of our program, as 15.34 percent 
gross. Based on the previous figures furnished us in other valuations, 
we believe that we are safe in saying that that is an overestimate by 
10 percent. 

[ have shown you 12 percent over, 13 percent over, 13 percent 
over, and 22 percent over. So we say that their estimate is at least 
10 percent over. And you deduct 10 percent of that amount, and 
you get a cost of 13.806. 

Senator Douctas. Or close to 14 percent. 

Mr. Letcury. I am not quite through vet, Senator, if you please 

Then they also estimated that we had a credit of 1.22 coming, 
because of funds on hand. And that is based on a $5.2 billion payroll, 
the same as these recent estimates are based on. But instead of the 
amount on hand being some $2,149,000,000, if you will look at their 
tabulation that I have given you, you will find that at the end of 
1950, there was $2,369,000,000 on hand. The actual amount on 
hand was $2,369,000,000. You take 3 percent of that, and it gives 
you $71,070,000. You divide that into a $5.2 billion payroll, and 
vou get 1.365, instead of the 1.22. Now, you deduct the 1.365 from 
the 13.806, and you get a net cost of what we are proposing to do of 
12.441 percent, and our tax rate will be 12.50 percent next yea 
Now, that is just on the disbursement angle alone, without attempting 
to say that the payrolls are going any higher than the estimate. 
So we still the have safety feature of probable additional payrolls 
since payrolls have been consistently underestimated making the 
reserve even more than it would be calculated under the procedure 
that I have discussed. 

Senator Dove.tas. Are you saying that, in practice, the actuaries, 
whether consciously or not, have tended to provide a tolerance in 
overestimating cost of not far from 1 percent of gross payroll? 

Mr. Leieuty. I am saying that it is at least 10 percent. 

Senator DouGtas. That is, 10 percent of the total? 

Mr. Lercury. They are overestimating their disbursements 10 
percent, 

Senator Douetas. Which would be about 1.5 percent of payroll? 

Mr. Leientry. That is right. And the history of the other valua- 
tions and the projections made indicate that. 

Senator Dovaias. On the other hand, Mr. Matscheck says that 
they try to make their estimates to one one-hundredth of 1 percent. 

Mr. Lercnry. There are your figures. They tried to do it. They 
have a tough job. I agree with you on that. They have to make 
many assumptions, and, as I have said before, we think they are 
too far on the conservative side, 
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Here is the record they submitted to you on this particular subject, 
and we are just analyzing it and showing what the past experience 
has been. And every time that we have tried to improve the benefits 
under the Railroad Retirement Act, the actuaries have told us the 
same thing. 

Now, I have all the respect in the world for actuaries, but I do want 
to use judgment of my own in analyzing and determining what to do 
after they eave, given us those figures. And to that extent I agree 
with what Mr. Cohen told us this morning. 

Now, | have taken those figures, and I have projected them on this 
other sheet that [ sent up there, that shows the illustrative projec- 
tions of taxes. That is a sheet that was prepared by the Railroad 
Retirement Board, as you can see. But I have used this same basis, 
using the same payroll assumptions that they use, but the 10 percent 
lesser amount in disbursements; under such a projection the fund 
has a reserve of $7,568,000,000 in the year 1990, and it levels out with 
a reserve of approximately $7,500,000,000. 

Senator Dovaias. On the assumption that disbursements are 
overstated by 10 percent? 

Mr. Lercury. By 10 percent. So instead of the fund being broke 
at that time, in the year 2000 we would have $7} billion in the fund. 

Now, I wanted to say just a word with respect to the increase in 
taxable and creditable compensation from $300 to $400 per month. 

Our figures indicate that between 30 and 35 percent of the non- 

operating employees now receive compensation in excess of $300 
per month. So there would be a large number of our people involved. 
| would say that the total would probably be at least 350,000 of the 
employees we represent. Some of them might only be $25 or $30, 
over, some of them $50, and some of them all the way to $400. 

Based on the number that are involved, as compared to the number 
in the operating group, I would say that the total of the compensation 
of the two groups in the three to four hundred dollar figure would be 
almost the same, because while they have a much lesser number that 
would be in the group, their total is around 250,000—many more of 
their men get the $400 maximum than our men. Of course, as a 
result of the recent wage changes, that condition may change, too. 

But I say to you that insofar as those people are concerned, we have 
just as much involved in this as they have. It isn’t a case of trying 
to palm something off on someone else. And I might say that all of 
the officers of these organizations that are involved here are under the 
Railroad Retirement Act, and they would be personally affected by 
the increase. So we know just what the situation is. 

Now, first I want to point out that the increase in taxes, if you were 
getting the $400, would amount to $6.25 a month. It would increase 
your annuity $1.40 a month. If you paid it for a period of 1 year, 
you would pay $75 into the fund. The normal railroad employee 
could expect to collect his retirement annuity for 150 months; so he 
would get 150 times $1.40, or $210, on an investment of $75. I don’t 
know where you could make a better investment than that. Possibly 
you could, but I don’t know where it would be. 

Now, in the carriers’ statement, they said that we should not in- 
crease the taxes, because the cost of living is too high. But I say to 
you that we are not increasing the cost of living to these people. 
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They are the people in the $300 to $400 class, and if any railroad \ 
earners have anything to put into savings, thev have it. And if 
can find a better savings provision than this $6.25 a month for a 
that pavs vou a total of $: 210 1 don’t know where it is 

Now, supposmeg r he doesn’t live that long. He is protected, bee: 
he will get back not less than what he paid in plus an allowan 
interest. So he can’t possibly lose anything. Now, that applic 
our people as well as to the other people. So, insofar as the emp! 
s concerned, we have nothing to fear on that score, and we do 
vhat the reaction of our people is, and they are in favor of 
increase trom $300 to $400. 

I might say that our organization operates a leeal reserve 
ance plan. Not wishing to boast, we have some $5 million ass 
that plan, and we have seven men constantly on the road sellin; 
insuranee. And for the last month I have asked them to talk to th 
men and get their reaction to these amendments. 

Another thing is that in working up an insurance pr 
almost necessary that you know what the retirement program is 
to be, so that vou can make some kind of a reasonable program fon 
insurance. 

Now, in that peried of time, they have interviewed 1,022 of 

! | the 


people. These are eople in the Southeast, the Midwest, an 


West, and in Ohio. We haven’t got as far east as Pennsylvania 
But of those 1,022, 470 of them were drawing compensation of 
$300 before the escalator clause became effective; 181 more of 
would be over $300 when that clause became effective. Now, 


surveys were made during the month of April. They are still goi 


now, but we didn’t know the fate of our escalator clause at that tir 
The decision was not made until April 25. So they were asked 1! 
dual question 

We found that 681,000 p eople would be getting in excess of $300 
64 percent of the total. And of that total, 619, or almost 95 percent 
were in favor of the increase from $300 to $400 in taxable and cred 
ble compensation if they got additional benefits by reason there: 
And of those that had not yet hit the $300 mark, 98 percent said 
were in favor of it. And that corresponds with my personal conta 
with our people. We have had people here say that they have h: 
their hand on the pulse of the railroad employee, and all this and that 
but I say to vou that the chief executives, who are constantly deali 
with them and their problems, the problems of the men, know wha 
the railroad men are thinking, or they aren’t going to be there too 
long 

Now, with respect to wives’ benefits, though it meant a decrea 

1 the benefits that the men would receive, 901, or 88 percent, were in 
favor of it. On survivor benefits, 938, or 92 percent, were in favo 
of increasing the survivor benefits even though it meant a less increas 
to the individual. 
Py I don’t give that to you as a cross section of the railroad industry 
[ merely give that to you as what we have found in the field. Some 
other group might have an entirely different viewpoint on it. I don’t 
know. But that is what we find among our people, and [ think that 
I can say that while those percentages may be a little high, generally 
speaking, the organizations which I have the honor to speak for here 
are of a similar opinion. 
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Senator Dovetas. When you asked these men whether they favored 
. allowance for wives, did you say, “Do you favor an allowance for 
ives in preference to the same amount of money granted for an 
crease in retirement benefits?’ Or was it simply: ‘‘Do you favor 

i benefit for wives?” 

Mr. Leiaury. No; it was: “Do you favor a benefit for wives in 
he event it might mean a lesser increase In your annuity?” 

Senator Douatas. Oh, you presented the alternative, did you? 

Mr. Lerentry. Definitely, on both wives and survivors. That 
juestion was asked. ‘That is the question that was put to them, 

{ we had asked the other question, it would have been 100 percent. 

Senator Dovetas. I was going to say that. 

Mr. Leregntry. That wouldn’t have proved anything, Senatoi 

I just wanted to touch a moment on this other item, about increas- 

x the cost of living of these people in the $300 to $400 group. That 
icrease would not be an increase in the cost of living. It would be 
a saving for them. Because it really is a saving. ‘They are going to 
et it back later on. But what does that do for the survivors? ‘That 
permits us, in our bill, to give the survivors, the people that are getting 
$20 and $30 a month, that really need the help, a very substantial 
increase in their annuities. You are not hurting this other group, 
but you certainly are helping out this lower-paid group. 

And I want to point this out to you, too. At the time the a 
railroad retirement bill was passed, on the amount over $150, only 
| percent per year in benefits was allowed. On the amount ae $50 
to $150, 144 percent was allowed.- It was said that those fellows that 
were only getting the 1 percent were helping out the lower-paid group. 
But what have we done in this bill? We have provided that all those 
vetting over $1! pie oly oh 1.4 percent, or almost as much as the second 
vroup received in the first Railroad calhnaaea Act. So it is nota 
ase of those people subeidiaing the others any more. They are getting 

whole lot more out of the fund than they ever will pay into the fund. 

Now, the railroads have told us that this increase would cost them 
about $40 million a year. That is not true froma real dollars and cents 
standpoint, because of the value of the dollar at this time. As a 
percentage cost of their total operating revenues, it won’t be as much 
under this plan as it was in 1946 under the old plan. 

But let us see what the railroads got out of this thing to start with 
lestimony has been offered here that there were about $3 billion prior- 
service liabilities taken over by this fund in 1937. The testimony was 
that about 90 percent of the railroad employees were covered DY 
pension plans of some kind or other. 

Senator Dova.tas. Not necessary for all employees. 

Mr. Letenty. No. That is right. But in order to be very con- 
servative about it, let us cut that down and say just half of that 
liability is really their liability, which would be $1,500,000,000 

Senator Dovauas. Mr. Fort introduced a quotation from Mr 
Latimer estimating the accrued liability under the private railway 
pension plans as somewhere between $700 million and $900 million, 
| believe. 

Mr. Fort. That was a quotation from Mr. Joseph B. Eastman, 
Mr. Chairman. 

Mr. Letcutry. The liability at the time the fund was taken over 
was $3 billion. Now, a figure of $3.4 billion has been quoted as the 
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result of the 1938 valuation. But going back to the time that | 
plan was originally initiated, assuming that the railroads are o; 
responsible for 50 percent of it, whether it is a legal responsibility 
not, I would not want to say, but there was more or less a mor 
obligation there to pay those annuities. You find that if that amount 
had been put into the fund at 3 percent interest, it would double eve 
23 years. In the year 1983 there would be $6 billion in the fund 
take care of some of these liabilities, which would mean an interest 
accumulation each year from then on of $180 million. 

Now, I think that on one basis of consideration you could say that 
this plan is subsidizing the railroads to that extent. And if they ar 
being subsidized to the extent of $180 million a year on that interest 
accumulation alone, when we need the money, according to thes 
figures, in 1983, or whenever it may be, why, to ask them to pay a: 
additional $40 million a year now certainly is not out of line, and 
is not out of accord with the original agreement that we made at the 
time the Retirement Act whereby we agreed that the taxes would b 
split 50-50. Because we are providing that the employees will pay 
like amount. 

With respect to the 10-year men, I think Mr. Schoene will cover 
them, but I wanted to say on that subject that in these supplemental 
plans unless you have 15 years of service with one company you are 
wiped out. Now, the steelworkers union estimate the cost of that 
fringe benefit, which was welfare and pension, at 10 cents per hour, 
at least 6 cents of which was chargeable to the pension issue; which 
means that they took 6 cents of the amount that they would have in 
pensions instead of in a wage increase. 

But your man up to 15 years is wiped out, because he gets nothing 
additional, and he doesn’t get that 6 cents an hour which he would 
have had a right to expect if it had been taken in a wage increase 
instead of a fringe benefit. 

Senator Douaias. Does he make a direct contribution? 

Mr. Leicury. Of that amount, what he makes. 

Senator Doua.ias. What you are saying is that the pension payment 
is a deferred wage. 

Mr. Letcury. That is right, and he loses it entirely. 

Senator DouGcias. But he does not make a direct cash contribution? 

Mr. Lercury. He did not make a direct cash contribution, no. 
However, his wages were that much below whet they otherwise would 
have been. So, to that extent, he has made a direct contribution, 
for which he receives absolutely nothing if he does not have 15 years 
of service. 

So when we say to the 10-year men, ‘“‘We are going to give you at 
least what you paid in, plus an allowance for interest,” and by our 
plan make men eligible for substantial benefits which they otherwise 
could not receive, I say that we are not treating those people as 
Mr. Latimer a indicate we are treating them. We are giving 
them a fair deal. I don’t want to belabor the issue at this point, o 
argue it too much, but if you will just give a little coniierwied 
those thoughts, you will find that they are very valid and sustainable. 

Senator Dovatas. Well, let us go into that a little bit. Had there 
not been a compulsory pension system, do you think that the hourly 
wage rates of the covered employees would have been higher? 
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Mr. Lercury. Are you speaking for the railroad industry? Oh, I 
think so; yes. 

Senator Doveias. And would the amounts—— 

Mr. Lerautry. Although under the private pension plans which 
were in effect, it apparently had little effect on the wages, in the rail- 
road industry. 

Senator Dovauias. Then, the short-time workers, in the absence 
of a plan, would have been receiving higher covered wages, from which 
no current deductions would have been made, and when they left 
they would have enjoyed these past earnings without any deductions. 

Mr. Leteutry. They would have what? I did not hear that. 

Senator Doveias. They would have enjoyed their past earnings. 

Mr. Leicury. But for every dime they have paid in, Senator, 
they are going to get a refund, plus an allowance for interest. 

And we are talking about men with 10 years and less, while, in 
the other case, we are talking about men with 15 or more. And 
these people that we are talking about, by using their railroad em- 
ployment, can also be eligible under social security, while those other 
people are eligible anyway, and it means absolutely nothing to them. 
Because if they work 10 years in the steel industry, they have 40 
quarters of coverage and are covered forever. So it means absolutely 
nothing to them. But it does to our people. 

I might say, too, that the suggestion has been made here that we 
may not have given as much consideration to some of these subjects 
as we should have. 

I can say to you that our committee, and Mr. Schoene and myself 
personally, have spent thousands of hours going into this subject. 
[ don’t think that there has been anything that has been presented 
here that hasn’t received consideration by our committee; perhaps 
not from exactly the same standpoint, but the basic matter has been 
considered by our committee, and the conclusions we have reached 
are those we have presented to you. 

Now, with respect to this 10 percent that I am talking to you about, 
the overestimate on the disbursements, that is our considered judg- 
ment based on the experience of the past. However, if we are wrong, 
and if the actuaries are right, 30 vears from now we will still have 
more than $4 billion in the reserve fund. And some time during that 
30-year period, if the experience is as we are told it is going to be or 
liable to be, and some of these things that we anticipate have not 
come to pass, there is going to be « ample opportunity to take whatever 
steps are necessary to take care of this situation. 

Senator Dovgias. The $4 billion is the estimate of Railroad 
Retirement Board? 

Mr. Lercuty. You have that on this sheet that I gave you. It is 
a Railroad Retirement Board estimate. In 1980 they say we will 
have $4,162 million in the fund. 

I might say, too, that while the Social Security Board’s testimony 
occurred only this morning and we haven’t had an opportunity to 
analyze it, we can see many discrepancies on the face of it. The 
Railroad Retirement Board tell us that they feel that their figures are 
correct, and I am inclined to agree that the figures of the Railroad 

Retirement Board on that issue, because they have so much more 
data than are available to the Social Security Board, are figures that 
we can consider are reliable. 
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That is all Ihave. Thank you. 

Senator Douetas. Thank you, Mr. Leighty. 

Mr. Schoene? 

Mr. Scnornr. Mr. Chairman, I have a number of perhaps m 
too logically related but nevertheless interrelated odds and ends th: 

I would like to comment on. 

The first item in that category relates to the testimony that n 
friend Mr. Latimer gave. I was rather sorry that Mr. Latimer fe! 
compelled to appear here particularly with what seemed to me 
rather emotional type of approach to the legislation. In any event 
the fact that he has taken the position he has puts me under what 
personally a rather painful necessity of disagreeing with him an 
questioning his judgment. I say that is personally painful to mi 
because Mr. Latimer is a close personal friend of mine of many year: 
standing, | have worked with him closely for many years when wi 
were both in the Government service. I generally have the very 
highest regard for his judgment. I think in this particular instanc: 
his judgment is completely wrong, and I want to tell you why | 
disagree. 

In making the comments I shall make I want it to be strictly 
understood that I am in no way questioning Mr. Latimer’s intellectual 
honesty or his integrity or the honesty of his belief in the fact that h« 
is responding to the call of conscience in appearing. I want to make 
that clear to begin with. Mr. Latimer is still my friend, and I hope 
he always will be. 

Nevertheless, I can’t help in frankness saying to you that it seems 
to me that when you analyze his approach to the questions with which 
we have been dealing, [ am not at all sure but that he has confused a 
certain degree of intellectual arrogance with the voice of conscience 

Senator Dovaetas. It is sometimes difficult to differentiate between 
those two. 

Mr. Scuorene. Yes; I think it is. Again making it clear that | 
think the confusion is an honest one, but I think it is there. I say 
that particularly in view of Mr. Latimer’s insistence during the latter 
part of his statement that there is one and only one way to solve these 
problems. I have encountered a good many problems in my life, and 
[ have seldom found any to which there was one and only one possible 
solution. 

It so happens that the one and only one possible solution that Mr. 
Latimer suggests, namely, what amounts virtually to scrapping of the 
railroad retirement system in the form that we have known it and 
substituting the social 

Senator DouGcias. Not quite, making it supplementary to social 
security. 

Mr. Scnoene. That is right. That is a scrapping of the system 
as we have known it and setting in its place a supplementary system. 
As Mr. Leighty has told you, that is a solution that has been consid- 
ered from time to time by the chief executives of the railway labor 
organizations, back in 1935 when the Social Security Act was first 
enacted, again in 1937 when the Social Security Act was already in 
effect and they were considering the setting up of the railroad retire- 
ment system, and again and again throughout the years since, that 
kind of approach has been suggested, and I think that I can say 

without any possible fear of contradiction that every chief executive 
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; been consistently opposed to that solution. And that being the 
I think it can be accepted as a political fact that that solution 
| not be adopted, because while I don’t say that the railway labor 
‘anizations can dominate this field insofar as political action is 
mecerned, I do think it is a practical fact of politics that they could 
a the enactment of legislation that is as objectionable to them as 
hat course would be. 

So the question really comes down to, must they live with the present 
wholly unsatisfactory and unjustifiable situation as an alternative to 

‘one solution that Mr. Latimer puts forward and says is the only 
solution. We think not. We think there are other reasonable solu- 

ns. We think we have presented you with a reasonable solution in 
the bill that we have proposed. 

There is a second general observation that I want to make. That 
is that, of course, when someone in Mr. Latimer’s position appears 
ve tend to get the feeling that his viewpoint has the merit of objectiv- 
ty and that he is not directly involved or obligated or has any ax to 
erind. I think that is worthy of note. On the other hand there again 
a line that is sometimes hard to drav w comes in, between objectivity and 
irresponsibility. I say irresponsibility not in any frivolous sense but 
in the sense that there is no one to hold the objective person account- 
able for the views which he develops. Each of these chief executives 
of these labor organizations who have appeared or are represented 
before you are perhaps not objective, but they are thoroughly account- 
Hess in the most democratic sense to their membership; they are not 

‘to let their fancies roam, and they have to have in mind what is it 

a the men they represent really want, what is it that they feel they 
have a justifiable claim to, and can they present a justifiable claim for 
them? I think there is that element of responsibility, which of course 
affects Members of Congress too—vou are re sponsible to vour constitu- 
ents, you have to conduct yourself in a representative capacity—I just 

inted to direct vour attention to the fact that when one is comple tely 
objective, he ip also not responsible in the same sense that those of us 
representing labor or the industry or that you people in Congress are 


ra 


responsible. 

Finally, I think it appears from Mr. Latimer’s testimony that he is 
personally involved in the subject matter about which he felt most 
strongly. Mr. Latimer told us that in the negotiation of the pension 
plans for the steelworkers, there were included among the steelworkers 
some numbers of rs res employees who are subje ct to the Railroad 
Retirement Act. As I understand his testimony, it appears that those 
people generally who qualify for pensions under the steel plan qualify 
for pensions in larger amount than the Railroad a tirement Act offers, 
but benefits under the Railroad Retirement Act are deducted from the 
pension that the company pays. It seems to me pe rfectly obvious that 
naturally those people would feel seriously discriminated against, 
because they, like the people who pay social-secur‘ty taxes, are deriv- 
ing personally not one bit of benefit from the payment of those taxes 
They are paying 4 times as much taxes as the men across the yards 
in the stecl mill, but the pension they get in the end is the same, and 
the additional railroad retirement benefit they buy with thi at increased 
payment simply reduces the employer’s cost. How the United Steel 
workers came to make that kind of arrangement I don’t know and 
I am not here to criticize it, but it seems perfectly obvious that those 
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people would be feeling discrimination, and Mr. Latimer says they 
have been very unhappy about the whole situation. . 

He says he has been able to mollify them—that is his own term 
by pointing out to them that these credits that they build up ar 
theirs, never to be taken away, and so on. If he has been mollifyi 
them with that, of course, that is a rather inadequate mollification 
because once they get their 15 years of service they are assured of 
their company pension, and they are in a spot where they can con- 
tribute railroad retirement taxes for 30 years and thereby merel 
reduce the employer's cost 

I can understand that Mr. Latimer has received some complaints 
about that. Of course, if we put in a 10-year minimum servic 
requirement, he can no longer tell them that every credit they hav: 
is something they can take with them wherever they go, and to that 
extent he has been deprived of an argument upon which he has 
apparently been relying. 

I think it is for that reason that probably Mr. Latimer’s first and 
chief criticism was with respect to the treatment of these people with 
less than 10 years’ service. 

It is with respect to that group that he puts the label “forfeiture’’ 
on and calls it a shocking and brutal performance, and so forth. 

Of course actually there is no forfeiture involved in the plan that 
we propose. We are proposing not only that these individuals will 
be credited under the Social Security Act, with the service they 
perform on the railroads, in combination with their nonrailroad 
service, but further than that we are proposing that they be guaranteed 
that the benefits they derive under the Social Security Act from that 
service and from that service alone, not merely by the combination 
but from that service, shall be at least equal to the amount that they 
have contributed by taxes plus the allowance in lieu of interest. 
So it certainly can not be accurately described as a forfeiture. 

Senator Dovatias. Does it mean that they would be entitled to 
6 or 6% percent? 

Mr. Scuoene. Under the residual lump sum the basic sum is 
computed by 4 percent of the compensation prior to 1946 when the 
tax rate was 3% percent and less, and 7 percent of the compensation 
after 1946, although the tax rate doesn’t go above 644, so there is that 
margin in lieu of interest. It doesn’t work out as exact interest, but 
it is an allowance in lieu of interest. 

From that would be deducted only the benefits they get under the 
Social Security Act by reason of their railroad service. One of the 
cases Mr. Sands asked me about and I provided the information for 
the record was the case where an individual by reason of the new 
stari provisions under the Social Security Act qualified for the maxi- 
mum benefit of $80 per month by reason of nonrailroad service. So 
the combination of his railroad service with his non-railroad service 
would add nothing to his benefit. In such a case we would give him 
a full refund of his taxes with the allowance for interest. 

Senator Dovetas. What you are doing is transferring the em- 
ployer’s contribution paid on the payrolls of short-service employees 
benefits to long-service employees. 

Mr. Scuorenr. That is right. 

There is another feature involved. Of course, how much this 
credit under the Social Security Act actually means in individual 
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cases will vary according to the individual’s employment pattern. 
That is largely the result of the rather nonuniform incidence of the 
social security eligibility and benefit formulas. In some cases obvi- 
ously the credit for this railroad service will be what makes the indi- 
vidual eligible under social security. Without it he would forfeit 
what credits he had established under social security. In those 
instances of course, far from being a forfeiture, it is a means of 
avoiding forfeiture. 

Mr. Latimer’s point of view with respect to these people that one 
must always give them something better than what it is worth under 
social security because you are charging them more than what they 
would have paid if they had been under social-security employment, 
has implications going considerably beyond these men with less than 
10 years of service. You will recall from the discussion of the bill, 
although we have a basic formula for computing the annuity of the 
individual based on his compensation and years of service, we have 
found it necessary to include in the bill a minimum provision that in 
any event the benefit the employee will get will not be less than the 
additional benefit he would have gotten from that service had he 
been under social security. This is with respect to people of more 
than 10 years of service. We will have people with more than 10 
vears of service who under the regular annuity formula even as it is 
liberalized by S. 1347 would not get as much as their railroad service 
would be worth to them under social security. We have had to 
write in a minimum guaranteeing them at least that much. Under 
Mr. Latimer’s approach that wouldn’t be a sufficient minimum to 
guarantee them, even though what we are giving them is already 
above what the Railroad Retirement Act formula would give them 
in proportion to their years of service as compared with the people 
with longer years of service. 

If vour premise is that, having charged them more than social 
security would charge them, vou have to give them something more, 
then it cone also that even if you use social security as your basic 
benefit and have a supplemental system, in all cases, no matter how 
much of a windfall the individual might get under social security, 
even though he might by a vear and a half’s work qualify himself 
for the maximum benefit under social security, vou would still have 
to give him something by way of supplemental benefit and would 
not be entitled to take into consideration the windfall he gets under 
social security. We just can’t see that. We think we are entitled 
to take into account the fact that under social security some i 
pay 20 times as much or more than 20 times as much for the benefit 
they get as others pay, and in adjusting our relationships with that 
system, in determining what treatment we should give to those 
people, we think we are entitled to take that into account and, if 
vou please, straighten out on an equitable basis some of what are the 
individual inequities under the Social Security Act. 

Mr. Latimer does not denounce as forfeitures the inequalities under 
the Social Security Act, but we just can’t see why it is moral to have 
some people paving 20 times the amount for the same protection as 
others pay under the Social Security Act, but it is immoral for us to 
charge four times what they would be paving under social security. 

Also this is to be observed with respect to Mr. Latimer’s testimony. 
He relies heavily on the new start provisions of the Social Security Act 
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to demonstrate that the credit for railroad service under the S 
Security Act is of little value. It is interesting to wee 
approach with the approach Mr. Souby adopted, because of « 
over the years the new start provision is of progressively diminial 
importance. Mr. Souby went to the other extreme, and was c 
paring present railroad benefits with social security benefits 43 y: 
he nce; he was speaking of people just entering the service at the 
of 22. Obviously either extreme is not a proper comparison. 
can’t say that by reason of the new start provisions in the immedi 
future a credit for railroad service under social security is of no val 
to these people. 

On the other han d, you can’t say that the comparisons should 
made at the level that Mr. Souby makes them. 

Mr. Leighty has already pointed out, and I think it is proba! 
unnecessary for me to re peat, that of course under aoe pensions 0 
so-called noncontributory nature, you also have minimum servi 
requirements, and while they are called noncontributory in the se 
that there is not a direct identifiable deduction, we know from | 
history of the negotiations that in fact in the form of accepting less 
wage rates a contribution is made. 

J think that sufficiently records my views with respect to th 
people of less than 10 years’ service, which I firmly believe are th: 
people that Mr. Latimer is most concerned about, but having de- 
termined to oppose the bill, I think primarily for that reason, he went 
on to deal with other features of the bill that I would like also to con 
ment on. 

Mr. Latimer found our provision for denying prior service credit to 
individuals who are also fully insured under the Social Security Act 
or deducting the amount of their social-security benefit, whicheve: 
results in the lesser deduction, inexpressibly shocking and _ sheer 
brutality and other invectives that I don’t recall. Part of M: 
Latimer’s objection I think arises from what he calls reductions of 
annuities in force, or income already entered upon. Of course that 
arises purely from a little lag in time between the adoption of th« 
social-security amendments and the opportunity to act on this bill. 

Senator Douctas. That brings up a question that I have been 
wanting to ask for some time. What will S. 1347 do to those who hav: 
already retired on less than 10 years’ service? 

Mr. Scuorne. It gives them the advantage of all the increases in th: 
bill. We do not take away the annuities of those who have already 
retired on less than 10 years of service, but instead increase thei 
annuities 

Senator Dovenias. And do they get this through time as long as 
they live? 

Mr. ScHoene. Yes. 

Senator Dovetas. It is merely 

Mr. Leigury. New applications. 

Senator DouGctas. New applications or retirement. 

Mr. Scnornz. That is right. With respect to this avoidance of 
duplication through prior service, we did not feel that it was necessary 
to distinguish between those on the rolls and those ¢ oming on the rolls 
In the first place, the social-security amendments are of very recent 
date. You get a close question there. Where should you draw the 
line in the application of it? Should you say that those who have 
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ecently come into what virtually amounts in their cases to a windfall, 

through the social-security legislation, be treated differently from 
those who will be coming on the next day, merely to preserve the 
ncome already entered upon, or is it fairer to treat them all alike? 
(hat is a difficult choice. 

Senator Doveias. When you say treat them all alike, to which ex- 
tent is this taken? 

Mr. Scuorenr, So far as the reduction by reason of prior service 
credits is concerned, that would apply to all whether they are on the 
rolls now or whether they come on the rolls in the future, but of course 
prospectively. You would not go back and take away anything that 
had already been received. That is to say, annuities that had been 
actually paid of course would not be recoverable, but the amount that 
they would receive in the future would be adjusted to correspond to 
the determination of the benefits of those coming on. 

Senator Douaias. Now I am confused. 

Mr. ScHorene. | am sorry. 

Senator Dovatas. It is undoubtedly my own stupidity. I had 
thought you had said that these who had already been retired on less 
than 10 years’ service would be entitled as long as they lived to the 
increases provided in S. 1347. 

Mr. ScHoreng. That is right, so far as the 10-year minimum service 
requirement is concerned. ‘That is not applied to those already on 
the rolls. However, our approach is slightly different with respect to 
the denial of prior service credits to those who are independently 

Senator Doua.as. Those who are not yet retired but who when 
they do leave railroad service will have had less than 10 years of em- 
ployme nt—are you speaking of that group? 

Mr. Scnoene. No; I wasn’t speaking about that group. I am 
talking about a different subject than the 10 years of service. I am 
talking about the provision in the bill which seeks to avoid duplica- 
tion as between the Railroad Retirement benefits and social-security 
benefits, and therefore provides that individuals who qualify for rail- 
road retirement benefits but who are also independently fully insured 
under the Social Security Act and are drawing benefits there, will have 
their annuities reduced either to the extent that it is based on prior 
service or to the extent of the social-security benefit, whichever is the 
lesser reduction. Those are the people who are now drawing two 
annuities. 

Mr. Latimer used an example which he said was not an isolated 
example. This was an individual who retired in 1942 at the age of 60 
with a reduced annuity of $60, having had 25 years of prior service 
and 5 years of subsequent service. Then he went to work during the 
war. Mr. Latimer doesn’t say how long he worked, but at the max- 
imum he couldn’t have worked more than 9 years under social security, 
and according to his example he qualifies under social security for a 
benefit of $56 and has a wife’s benefit of half that amount, making the 
total family income under the social security amendments of $84.90. 
After he had retired with the $60 annuity, by reason of legislation 
subsequently passed that $60 annuity has been increased to $72, and 
if he were to retain it in full under this bill it would be increased to $82. 
Mr. Latimer complains because as a result of this bill he and his wife 
will have a total family income of only $123. For an individual who 
retired with the expectation of $60 a month income to be getting now, 
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together with his wife, $123—actually it is $125—Mr. Latimer ove: 

looked one of the provisions of the bill—wouldn’t offhand strike me as 
sheer brutality. But let’s compare that individual and his wife wit! 

what would have happened to him if instead of withdrawing from thy 
railroad industry and working under social security, he had stayed i: 

the railroad industry until the time of his retirement in accordanc: 
with Mr. Latimer’s example. If he had done that, he would of cours: 
not have received the $60 in annuities and subsequently the $72 in 
annuities every month that he has been receiving for the last 9 years 
The total annuities that he has received to date under the Railroad 
Retirement Act would come to $6,840, which he would not have 
received had he stayed in railroad service. Also had he remained in 
railroad service over that period he would have paid some $1,400 in 
taxes as against about $300 that he made in his social security 
employment. 

Consequently, as of the first of this year he would be $7,900 wors 
off for having stayed in railroad service. 

As a result of the additional 9 years of railroad service, applying 
the provisions of S. 1347 to him and giving him the spouse’s benefit 
and the benefit of the increases provided by S. 1847, he would now get 
under the Railroad Retirement Act, together with his wife, a total of 
$173, or $48 a month more than he would get in combined income 
having retired from the railroad industry in 1942. He would be 69 
vears old, and it would take him over 13% vears before that $48 = 
additional annuity would make up for the $7,900 that he would | 
worse off as of today in actual cash position. So compared with wha i 
we are able to do for the people who stay in the railroad industry and 
who look only to the Railroad Retirement Act for their benefit, it does 
not seem to me that it is shocking or brutal to treat Mr. Latimer’s 
hypothetical individual the way we propose to treat him. 

Senator Dovuctas. Mr. Schoene, these are complicated issues and 
it is difficult to keep them all in mind. Let me see if I am correct in 
mv understanding of vour bill. Where in the future men will be 
eligible for benefits both under railway retirement and under social 
security, and where the social security benefits are less than the total 
provided under railroad retirement, you are proposing that the amount 
borne by railroad retirement is to be the difference between the 
amounts guaranteed under railroad retirement and social security, is 
that right? The social security payments shall be deducted from the 
Railroad Retirement Act benefits and not made in addition. 

Mr. Scnoens. That is only to the extent that the railroad retirement 
benefit is based on prior service. We look on the one hand to the social 
security benefit and on the other hand at that portion of his annuity 
which is based on prior service, and we would deduct whichever of those 
amounts then is the least. In other words, if the social security benefit 
is not as much as that portion of his annuity that is based on prior 
service, we would deduct the social security benefit. On the other 
hand, if the social security benefit is more than that portion of his 
annuity that is based on prior service we would deduct that portion 
which is based on prior service. We would in all cases, if they met the 
10-year service requirement, of course, give thern full credit under the 
Railroad Retirement Act, without deduction, for their years of service 
since 1936, and on which of course they have paid the taxes. 
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Senator Dove.as. To put it another way, the men who are entitled 
to two sets of benefits now will not receive them in the future, but 
merely that benefit which now is greater. 

\ir. Scuoene. That is right. 

Senator Doueias. And whichever is less will be deducted. 

Mr. Scnorensg. That is right, as between the prior service portion 
of the annuity and the social security. 

Mr. Leighty suggests that I call attention to the fact that they 
vould still be getting two benefits, but the total would be no longer 
he full combination. 

Senator Doucias. The fact that they would get two envelopes a 
month would not be in itself a psye hological diffic oie with respect to 
the size of the combined checks. 

Mr. Scnonnn. The amount is what counts at the grocery store in 
any event. 

Mr. Lerentry. The reason we credited prior service under the Rail- 
road Retirement Act, Senator, was to give these people a fairly reason- 
able annuity, and there was no social security that they could expect 
to get any benefits from. If they are qualified under social security 
by reason of 3 years’ service—and they can qualify on 3 years’ service 
for full benefits under social security 

Senator Douatas. Here is something that puzzles me. You say 
that you are opposed to the integration of the two systems, , but aren't 
your really proposing an integration of the two systems? 

Mr. Leicnry. No. We are trying to prevent this from developing 
into a pension racket. A man might get into civil service, might go 
to social security, and might get into the railroad game. We want to 
arrange our system as best we can to prevent the so-called pension 
racket which we find some people are talking about and taking ad- 
vantage of today. We don’t want it to develop into a racket. The 
man under our plan who doesn’t get credit for his prior service does 
vet credit for all of the time for which he paid taxes and is being treated 
exactly the same as a new entrant. 

Mr. Scuoene. Mr. Latimer in another section of his statement deals 
with a variety of what he calls inequities and anomalies. When you 
analyze those so-called inequities and anomalies I think you find they 
fall into three categories. The first relates to the incidence of change 
in point of time. That is of course always a difficult problem when- 
ever you make any change. What is the incidence to be in point of 
time? Nee essarily you have to draw date lines, and people falling on 
one side or the other of the date line, their treatment appears anom- 
alous as compared with those falling on other sides. That is ines- 
capable if you have change, and I think we have done our best to 
avoid anomalies or inequities of that kind, and if anybody can show 
us where some change in the incidence would avoid anomalies I am 
sure we would not be stubborn about that. 

The second category relates to application of the work clause 
where, as I cilaiah and Mr. Latimer, the criticism is that the work 
clause applies only to employment covered by the Social Security Act 
or by the Railroad Retirement Act. Mr. Latimer, if 1 understand 
him correctly, feels that if you have a work clause it ought to apply to 
all kinds of employment, whether it is covered or not. We have been 
ruided in this respect by the Social See urity Act and by our under- 
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standing of administrative necessity. It is our understanding 

the administrative officials feel that that is the kind of work c| 
they can police. Mr. Latimer disagrees. We have been guided in 
first place, as L say, by the precedent of the social security syste 

we are wrong about that, then the social security system is wi 
too——and by our own understanding of what the necessities of adm 
tration and policing of it require. 

Finally, the third category of inequities and anomalies is agi 
return 

Senator Douauas. Mr. Schoene, here is a point I would like to 1 
with you. If we were having a public contribution to the benefi 
can understand the case for disqualifying men if they had luerat 
employment outside the field of covered employment, but the raily 
system does not provide for a public subsidy. It is built up s 
from contributions by the workers and the employers. I wonder 
designs to bar older workers from employment or whether it is 
signed to give a guaranteed income after a given age, then leaving 
age worker free to accept or not accept employment outside | 
railway industry or outside employment covered under social secur 

Mr. Scnorenn. If you confine it to the railroad industry, Senat 
under present employment conditions | think you will find that 
will put a premium on withdrawal to use the benefit as a supplem: 
to wage income. 

Senator DouGuas. In other lines. 

Mr. Scuoener. In other lines. We have not felt that that » 
desirable because, in the first place, you have your cost problems 
We feel that we have to maintain the best retirement system we « 
for the benefit of those who genuinely retire, not for the benefit of 
those who retire to work in other industry. 

Senator DouGuas. Here is a point that I raised almost on the f 
day, that both social security and railway retirement were inaugurate 
in periods of higher unemployment where it was felt necessary to ¢ 
the older workers out of circulation so that the younger workers cou 
have jobs. Now it is apparent that instead of having a period of lab: 
surplus, as long as this period of strain with Russia continues, ou 
problem is going to be one of labor shortage, and yet here is a provi 
sion which will operate to take out of total employment a considerab! 
number of railway workers over the age of 65 who otherwise would 
want to work. So in effect you are diminishing the total availab 
labor supply by proposing this work clause. What would you sa) 
to that? 

Mr. Scnoenr. I think in the first place, Senator, most of the ind 
viduals who are able to work with comfort, not that they have t 
drag themselves to work or are able to drag themselves to work, th: 
most of the workers by reason of the difference between the retiremen 
income that he is assured and the wage income that they may hay 
will continue in actual employment. 

Senator Dove.as. On the railways. 

Mr. Scooenr. On the railroads, yes. We see no reason why thi 
funds available to pay retirement benefits should be dissipated b) 
putting a pre inbent upon withdrawing —_ the railroad to work else 
where, which is what you do when you offer a retirement income that 
can actually be used as a supplement to wages while continuing in 
active e mploy ment, 
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Mr. Lereuty. | might say, too, Senator, that at the time the orig- 





ial law was passed, the employment situation was such that a man 
ved 60 or 65 or 70 when he left the railroad service wouldn’t be able 
n most cases to secure employment elsewhere, so it wasn’t much of a 
problem at the time the original law was passed 

Senator DouGias. I know. That is just the point. But now that 
vou have a labor shortage, and you have a great many workers in 








shops, machinists who could transfer to factories in substantially 
simular jobs, and men in the operating crews who could step into 





ositions outside the railways with less responsibility and less strain, 
the point I am getting at is, | wonder if it is correct to draw the distine- 
tion that up to a given point you are employed at an ordinary occupa- 
tion and when you reach the age of retirement you go out and there 
is no employment at all or whether we shouldn’t be prepared to down- 
rrade ourselves. As Senators vet older they could become Congress- 
men or aldermen or street sweepers. And as locomotive engineers 
cet older, they can become stationary engineers, night watchmen 









and so on. 

Mr. Leicuty. As of the present time, Senator, based on the surveys 
we have made, the employment situation isn’t nearly bad vet. | 
know of machinists who are 50 vears old and have been laid off for 
lack of work in the railroad industry, who are having difficulty finding 
employment. We may reach that position, but if we do reach that 
position it will be a national problem. In some of the discussions of 
the problem it has been proposed to waive these work clauses, but in 
these discussions it has also been proposed that the Government make 
the funds of these various systems whole for whatever loss they may 
suffer by reason of waiving those requirements 

Senator Dovetas. The Public Treasury is always an attractive 
source of inducing individual industries. 

Mr. Leicury. If it is done for the public welfare I think there is a 
just claim for something of that kind, Senator. I am not advocating 
it myself but I do know those discussions have taken place. 

Senator Dovaias. We have roughly 250,000 workers on retirement 
benefits now. 

Mr. Leienry. [ think it is a little less than that, Senator. The 
total number on retirement annuities is 232,000. That is disability, 
reduced age, and full age. You will find that on page 104 of the report. 

Senator Dovatas. 155,000 on full-age annuities, 10,000 on reduced 
age, and 166,000 nondisability. To lock up that number of men 
away from the stream of industrial life is a considerable withdrawal. 

Mr. Scuoene. | should say with respect to them, Senator, that 
they have not so far been locked away from the stream of industrial life. 

Senator Dovatas. Not so far, but I mean the imposition of the 
work clause will most certainly keep some from accepting supple- 
mentary employment even though it may postpone the age of retire- 
ment of others. 

Mr. Scuoensr. The point I want to make is that under the provi- 
sions of the bill, if they are now engaged in supplementary emplovy- 
ment, they can continue in the employment in which they are engaged 
without regard to the work clause. 

Senator DouGtas. This is simply for the future. 


Mr. ScHoene. That is right. 
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If you have finished with that subject I am ready to go on to anothe 
of Mr. Latimer’s criticisms. 

Senator DovuGtas. Go ahead. 

Mr. Scuorene. He tells us there will be a deterioration of lal 
relations in the railroad industry if this bill is enacted. It seems to 
a little presumptuous for Mr. Latimer, who has no experience whatey 
with labor relations in the railroad industry, to be telling the chi 
executives of railway labor organizations about what is going to 
happen to labor relations. Admittedly labor relations have not been 
everything that we might have liked in the railroad industry from 
time to time, but it seems to us peculiarly inappropriate right at this 
time to be proffering advice on labor relations to the group of railroad 
employees who only very recently settled across the table the biggest 
wage case that ever has been settled that way in American industrial 
history. That is about all I want to say on that particular subject of 
Mr. Latimer’s criticisms. 

Next, Mr. Latimer tells us that the railroad retirement system as it 
would be amended by S. 1347 could not meet the standards that the 
Bureau of Internal Revenue imposes on private pension plans fo: 
crediting contributions to funded reserves for tax exemption—as 
business expenditures, operating expenses, for tax purposes; the reason 
for that being that the actuarial cost estimate is 14.13 percent wher: 
the tax contribution is 12.5 percent. With respect to that I would 
just like to observe that if that is a legitimate criticism, it has bee: 
a legitimate criticism of the railroad retirement system during prac 
cally its entire existence. At the time the act was first enacted 
was believed that the tax rate would not quite be what it would 
take, according to the actuarial estimates, but it was close enough 
that they were willing to go ahead with it. The first valuation dis 
closed an apparent shortage of 3.6 percent of payroll, and at a time, 
mind you, when the ultimate total contribution rate was 7} percent, 
or approximately one-half of the total ultimate rate was reflected as 
a deficiency. The second valuation showed a deficiency of 3 percent, 
approximately. Nothing was done about that until 1946. At that 
time the increase to take care of the deficiency in financing was only 
14 percent, which Mr. Latimer said at that time was sufficient to 
make up the deficiency, but the carriers didn’t say so. As I under- 
stand the requirements of the Bureau of Internal Revenue, they are 
that the employer must make an affidavit that he has actuarial 
estimates which he accepts as reasonable which meet this test of 
providing the normal cost plus interest on the unfunded liability. 

From the testimony that the carriers gave regarding the 1946 
legislation it is quite evident that even at that time they would have 
been unwilling to make such an affidavit because they said we should 
have provided 3 percent rather than 1} percent to take care of the 
shortage. Of course, during that entire period to 1946 Mr. Latimer 
was the Chairman of the Railroad Retirement Board. 

Had the carriers taken the same view that Mr. Latimer did about 
the extent of the apparent deficiency in 1946, the standards could 
have been met from 1946 to 1948, but again in 1948 when the 20 
percent increase in retirement annuities was provided, again the 
estimated actuarial cost was over 1 percent in excess of the estimated 
value of the tax collections. So there have been very few times in 
the history of the railroad retirement system when it could have met 
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the standard that Mr. Latimer now says should be met and which 
he hopes Congress will not set a precedent in breaking down. 

Mr. Latimer further expresses the opinion with respect to the 
standards of the Bureau of Internal Revenue that the treatment of 
these men with less than 10 years of service would keep the railroad 
retirement system from being a bona fide pension plan under the 
Bureau of Internal Revenue standards. He, however, admits that 
that is a matter of opinion and that there is nothing expressly appli- 
cable in those standards. And the fact remains that if there are 
reserve funds to be accumulated in these so-called noncontributory 
plans with a minimum service requirement, that apparently has not 
been regarded as not making them bona fide plans. 

Next Mr. Latimer says that in turning over to social security these 
people with less than 10 years of service, we are profiting from the 
appropriations that have been made to reimburse the railroad retire- 
ment account for the crediting of military service, for periods of absence 
in military service, under the Railroad Retirement Act. Of course 
under the adjustments that we contemplate would be made as between 
the social security system and the railroad retirement system, those 
people would then get their military service credit under the Social 
Security Act and of course the cost of it would be included in adjust- 
ments made. So I don’t think it can be said that we would be making 
any profit out of the military service appropriations. 

Then Mr. Latimer accuses us of reckless financing. I will not 
review in any detail the matter of financing because I think the subject 
has been very fully covered by Mr. Leighty, and I don’t want to 
duplicate what he has said, but I do want to make a few comments 
specifically with respect to Mr. Latimer’s views on the subject. 

In the first place with respect to pavrolls, he estimated the future 
level payrolls at 3% billion dollars in 1946; admittedly they have now 
reached levels far in excess of what he could then anticipate, he 
nevertheless now tells us that the principal factor on which he relied 
in estimating the 33s-billion-dollar payroll would not in fact have 
supported such an estimate—that experience since that time has 
invalidated the principal basis on which he made the estimate state- 
ment—and nevertheless the estimate was far exceeded. Therefore he 
says we are not entitled to estimate a 5.2-billion-dollar payroll now. 
That seems to me a complete nonsequitur. If any conclusion is to 
be drawn from that, it is that even though your factor on which you 
relied to bring it about may not operate, other factors will, and you are 
going to get your payrolls anyway. I don’t draw that conclusion, as 
I say, but if any conclusion is to be drawn from the course of events 
which Mr. Latimer outlined, that would be the conclusion that would 
follow rather than the one that he draws. 

Mr. Latimer’s recommendations with respect to the financing of the 
Railroad Retirement Act have followed no fixed principle over the 
vears. When the first valuation disclosed an apparent shortage of 
3.6 percent of payroll, neither Mr. Latimer nor the other members of 
the Board recommended any increase in the tax rate to overcome 
that deficiency. When the second valuation disclosed an apparent 
shortage of 3 percent of payroll, Mr. Latimer did recommend an 
increase in the tax rates to overcome that deficiency. The other two 
members of the Board disagreed, and consequently the recommenda- 
tion of the Board was against any increase and the views of the other 
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two members prevailed as of that time. It was not until 1946 th: 
recommendation of Mr, Latimer’s for an increase was adopted and 
recommendation at that time was for an increase of one-half of 
apparent shortage that had been indicated by the last prece 
valuation. It is true that he made at that time new estimates differ 
from those made in the preceding valuation which he relied upon 
recommending an inerease of only one-half the apparent short: 
shown by the previous valuation. 

\Ir. Latimer also points out that we cannot for our present guidar 
look to what was done in 1946. I think that observation is a m 
understanding on Mr. Latimer’s part of the suggestion we have ma 
to you here. We have not cited 1946 as a precedent, but 1948, at 
time the 20 percent increase was made and the actuarial estimat 
showed an apparent deficiency of over 1 percent of the payroll. 

| think with those comments on Mr. Latimer’s statement I y 
conclude. I realize that my discussion of the financial aspects 
entirely fragmentary, but Mr. Leighty has covered that so fully tl 
I don’t think it is necessary for me to go into it any further. 

| want to add just a few words to what Mr. Leighty has said co 
cerning the opposition of the carriers and of the operating organiz 
tions to the increase in the taxable and creditable ceiling from $3\ 
to $400. As Mr. Leighty pointed out, although proportionately | 
operating organizations may represent a higher proportion of t 
employees affected, the nonoperating organizations represent in tota 
so many more employees that probably the numbers affected are | 
in the operating group than in the nonoperating group. So I don 
think we have here any conflict of interest between the operating al 
the nonoperating group. 

The observation I want to make is that to the extent that there may 
be thought to be some conflict of interest between the higher-pai 
employees and the lower-paid employees, regardless of whether the) 
are operating or nonoperating, it seems to me that both the higher-pa 
employees, that is, the portion who are said to object to this, and th 


| 
iit 
I 
} 


carriers are in the position of seeking to retain for themselves a foi 
tuitous benefit that they have derived from inflation. The inflation 
that has occurred has resulted in a smaller proportion of the carri: 
payroll being subject to tax than it was when the system was first s 
up. In other words, the effect is as though we had put the ceiling at 
$200 in 1937 instead of at $300, because the wage increases that hav 
occurred since that time, leaving out of account any increases in hourly 
rates to maintain 48 hours’ pay for 40 hours’ work, come to ove 
$140 a month. So even after the ceiling is established at $400 per 
month the full ratios would not be restored to the 1937 relationship 

Senator DouGias. Mr. Schoene, you have worked out the percent 
age of taxable wages to total wages by years to indicate the declinin; 
percentage. 

Mr. Scnooenr. No; I haven’t done that, Mr. Chairman. 

Senator DouaG.ias. Has the Board figures on this point, the ratio 
of taxable wages to total wages to indicate a percentage? 

Mr. Marscneck. We have the taxable wages and we have thé 
total class | pay roll, but we haven’t worked out the ratio. It could 
be done. 

Senator Douaias. That would not be too much trouble, would it? 
I wonder if the Board would submit that. 

Mr. Lercury. That wouldn’t quite give us the story because of 
that 200,000 that aren’t included in the class | wages, but their taxable 





RAILROAD RETIREMENT LEGISLATION 


oll would be included in the total that we are talking about. 
ally wouldn’t give us a true picture. 
nator Dor GLAS. Have they been included from the beginning? 
ir. Leraury. Yes. That represents around 11 or 12 percent of 
total payroll. 
Senator Doueias. You could get taxable wages on class | railroads 
ompared to total wages on class | railroads. 
Mir. Matrscueck. I think we can work that out for vou, Mr. 
Chairman. 
senator DovGias. Your argument is that that will show a declining 
entage. 
Leicuty. That is right. 
Senator Doveias. And therefore an increasing proportion of non- 
xable pay roll. 
Mr. Scoorene. That is right. 
There is just one other subject that I want to comment on, Mr. 
Chairman, and that is the projection of the railroad retirement 
eccount that Mr. Musher submitted on the basis of S. 1347. You 
ill recall that when Mr. Musher was testifying | pointed out that 
hat was not a projection in accordance with S. 1347 because it 
rted out by reducing the balance in the reserve from $2,149 million 
$1,449 million. 
We have asked the Railroad Retirement Board to give us a projee- 
which would start with the reserve actually in the account, and 
Mr. Leighty has furnished you with copies of that. That would be 
projection in accordance with the 14.12 percent of payroll estimate 
of the Board of the progress of the account on the basis of S. 1347. 
The bill does not contemplate and does not proy ide for the transfer of 
any $700 million. There is nothing in either the concept or the pro- 
visions of the bill that would enable that to be regarded as a current 
bt to be liquidated by an actual transfer of funds. In addition to 
the projection that { have referred to, we also asked the Retirement 
Board to set forth the actual bookkeeping credits that would occur 
nder the contemplated adjustments based on the Retirement Board’s 
estimate of what those adjustments would be. That has also been 
furnished to you by Mr. Leighty. 


1 


Progress of OAS] reimburse ents acco ding to ©. 154 


[In millions 


Intere 


OA 


NOTE lhe initial eredit of $700 million t 
f benefit obligations with respect to railroa 
mount will remain in the Railroad Retirer 
W hen the credit will become exhausted, the 3 
of varying amounts from the OASI to tl 
2'8 percent which is the current f 








594 RAILROAD RETIREMENT LEGISLATION 


It is headed “Progress of OASI Reimbursement According 
5S. 1347.” That would set up on the books an initial credit balance 
to OASI of $700 million, and annually interest at the rate drawn | 
the old-age and survivors insurance trust fund would be allowed 
an offset against the differences in the benefits and taxes. If you fol- 
low that projection you will find that by about 1972 that initial credi) 
gets absorbed, so that actually there would be no necessity for any 
money being transferred from one account to the other, if these est 
mates are correct, until sometime after 1971 and the old age and 
survivors insurance fund would not by that process suffer one cen 
of loss. There would be allowed throughout that entire period th 
same interest that they would have earned on that $700 million ha 
they had it. So there is no need to be shuffling funds from one 
count to the other. I think I said in my initial testimony that we con- 
sider that there is real value in that because the public tends to co 
fuse this juggling of funds back and forth. We know the extent 
which people have sometimes been led to believe that the old-ag 
reserves were being converted to general uses of the Government 
and so forth, and we know the extent to which those things can by 
distorted. So it is our view that in the making of these adjustments 
it should be done on a long-range basis and with the minimum possi} 
actual transfer of funds from one account to the other. 

Further, again as a practical matter, I don’t believe that ther 
any chief of any railway labor organization who could sponsor a | 
providing for the transfer of $700,000,000, one-third of the reserv: 
the railroad retirement account, to the social security system and k¢ 
his job. So I think I can give you good assurance that no s' 
proposal will be made from the Railway Labor Executives Associatiot 

I think that is all I have to say, Mr. Chairman. I am sorry that 
it may have been a bit fragmentary. 

Senator Dovetas. Thank you very much. 

We are faced with the fact that we have further rebuttals from t! 
operating crafts, the railways, and further testimony from the Railroad 
Retirement Board and tomorrow we start the House hearings. | 
should have been throughout this past week in the Banking and Cur 
rency hearings on the new Defense Production Act. So all of us a: 
running into trouble. I am not certain whether we should go o1 
tonight or whether we should try to have hearings tomorrow afternoo 
between the hours of 1 and 3. I think I will ask Mr. O’Brien an 
Mr. Bronson which they would prefer. 

Mr. O’Brien. I think we are at your pleasure, Mr. Chairman, 
on that. 

Senator Dove.as. Are you ready to go on now? 

Mr. Bronson. Yes, sir. 

Senator Douva.as. I suggest we recess for 10 minutes and that we 
start again at 5 o’clock. 

(Brief recess.) 

Senator Douaias. We will reconvene. Mr. O’Brien. 
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FURTHER TESTIMONY OF CLIFFORD D. O'BRIEN, COUNSEL, AND 
DORRANCE C. BRONSON, ACTUARY, REPRESENTING THE OPER- 
ATING BROTHERHOODS, BLE, B. L. F. & E., ORC AND BRT 


Mr. O’Brien. Mr. Chairman, our rebuttal will be quite short, and 
| think it could be more aptly characterized as a short summing up. 
Mr. Leighty very ably went into the question of the possible taxable 
payroll we may look to in the future, and he also discussed the dynamic 
character of our economy. Both of those are subjects which I had 
intended to discuss. Since my views and his are so alike, I shan’t 
burden your record or take your time with that discussion. 

He also gave us an able analysis of the D series of tables which were 
provided for the committee’s use by the Board showing that events 
after the fact have established the conservatism of the prior estimates. 
| want to say again we do not criticize the conservatism on the part 
of the Board’s staff, but we, too, believe that the question of judg- 
ment as to what should be done after we have their best information 
is for the interested parties and the Congress. 

I shall say briefly that the operating organizations at the present 
time, at least, are opposed to any stiffening of the restrictive features 
of the work clauses, particularly as they relate to disability retirement 
annuities. The provision in relation to the disability retirement 
annuitant permits employment until in six consecutive months $75 or 
more is earned. We believe that is a provision which was deliberately 
designed as private insurance companies have sometimes done with 
disability annuitants, to encourage them to test themselves out and 
see if they can resume employment. To that extent we believe it is 
a feature which is favorable to the general scheme of the retirement 
system, and should be retained. 

Senator Doveras. That is, you are not in favor of the work-clause 
provision of 1347? 

Mr. O’Brien. No; we do not wish to make the existing work clauses 
any more restrictive at present at all. What our views might be in 
a different labor market at a different time I cannot say, but certainly 
in a tight labor market, such as we have now, to the extent that the 
existing provisions do permit outside employment, we are in favor of 
their continuance. 

lL want to say one word briefly about the relative numbers of operat- 
ing and nonoperating employees who would pay higher taxes under 
the higher tax provision which Mr. Robertson’s statement indicated 
opposition to. While it may be true—and I have no figures on this 
that operating employees who draw $400 or more a month are equaled 
in numbers by nonoperating employees who draw such an amount of 
money, they certainly are not equaled in proportion. The last figure 
I have seen was for December 1950, before the impact of these wage 
increases to the operating employees appeared at all in the figures. 
The average monthly earnings was around $405. 

Senator Dove.as. For operating employees? 

Mr. O’Brien. For operating employees. There were some above 
and some below, obviously. So at least the half or more of the 
operating employees would immediately pay the full additional tax 
on the additional $100. While their numbers are somewhere between 
250,000 and 300,000—we do not want to quarrel with Mr. Leighty 
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about that—there is no question that the greater proportion of 
operating emplovees would pay the additional tax in proportion to 
nonoperating employ ees. 

Mr. Bronson has a brief statement which he wishes to mal 
think largely in respect to the question of relying upon a toleran: 
estimating what money might be available in relation to the estima 
cost of the benefits. 

Following his statement I want to make a brief statement wl 

had been prepared in the hope that Mr. Robertson would be here to 
give it to you for the four chief executives. They have been 
up today in other matters, with the exception of Mr. Hughes, 
I was asked to say on their behalf that their failure to be here is 
indication that they do not regard the subject matter of these heari 
as grave and important, but that the other matters were m 
immediate, 

I will vield to Mr. Bronson, if I may. 

Senator Doveuas. Mr. Bronson. 

Mr. Bronson. Let me say first, Mr. Chairman, that I hope t! 
by this time the Board would have given us some of their think 
about these relatively small savings that I felt could be adduc 
but since I am not going to have the oppertunity of hearing th: 
first if they do have some observations on that matter, and I beli 
they do since Mr. Musher told me that he felt there was a little difl 
ence in our thinking with respect to years of coverage and months « 
coverage, but aside from the minutiae of the matter, I will subn 
that owing to the change in the pattern toward more full-time emplo 
ment linked together with the higher pay levels that have come along 
with it, I feel that there must be some savings in the cost figui 
from a position taken on the basis of the 1947 assumptions. 

So in a sense I am replying to Mr. Musher in advance if he do 
get into the minutiae of the computation. 

Senator Doveias. Which might be unfair, but if you increased tl 
tax base that would provide a still further margin of safety. 

Mr. Bronson. Yes, sir. You mean going up to $400. 

Senator Dovatas. Yes. 

Mr. Bronson. Yes, sir. 

There seems to be an implication running through some of the 
testimony given here that the measurement of costs with one perce 
tolerance is something new and lacks any actuarial justification. 
feel it necessary to add a brief statement on this matter, since I hav 
not introduced the 1 percent tolerance on my own hook. 

When | came into this study, I found this concept already prese: 
in the traditions of cost estimation under this act. I found previou 
valuations, 1941 and 1944, for instance, by the board’s actuaries, an 
[ have already covered this in my testimony, presenting costs expressed 
as a range of several percentage points within which the true cos 
would most likely be xpected to fall. 

On table D-1 and table D-3, submitted here the other day by the 
board, giving the actual experience to date against that which had 
been estimated as most probable, we find that in most instances th 
results did not even fall within the range. Of course, the time in- 
volved in these tables is so short and the amendments made so 
numerous as to render this criticism largely invalid, because those 
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st estimates envision decades of experience, rather than only 


veral vears 


| found the board, at least in board member Kennedy’s letter of 


April 24, 1951, to Senator Murray, rather automatically accepting 


‘concept of tolerance even to the extent of more than 1% percentage 


ints. enough to cover the cost estimates for S. 1347 


[ found Mr. Robertson’s group had been originally led to accept 


e concept of tol rance, and that the nonoperating employees group 
nust certainly have aceepted it in view of the cost estimates put 
ward under their bill 
Senator Doveras. Mr. Bronson, may I interrupt 
\Ir. Bronson. Surely 
Senator Dovctas. Mieht not the reply be made to that that any 


: : t 
liserepancy in the past between actual cost and estimated cost, be 
+1 aetnal navy i | +} | ¢ ‘ 1] ny { t} ’ t} 
ween actual pavroli and estima ed pavroll, ts due to the rise im ec 
} } 1] 

price and wage level, rather than to an allowance in the original 
he , : ; ere rs 
‘tuartal estimate? Do | make myself clear 


Mir. BRONSON. Yes 

Senator Douatas. It could be arranged that the actuarial estimate 
hased on price and wave ley els as of the time m: de did not provide a 
toleran e, but that the tolerance eame in pecause we were in a period 
f rising prices and rising wages? 

Mr. Bronson. Yes, sir. I believe when the actuaries compute 
he range, as they did in previous valuations, and as they still do in 
the OASI system, they put in more factors of shift than merely one 
number. 


bearing on the inflationary possibilities. They put in a great 

Senator Dovetas. The argument is that they do not consider 
inflation at all, that that is excluded. 

Mr. Bronson. Yes, sir. There are so many forces and interplays 
weaving into this thing, that any claim to exactitude through the use 
of one system of figures or one projection is in my Opinion just mis- 
leading. 

Senator Dovatas. I grant that there is an error, but is 1t your 
contention that this is random error or bias error? That is, is it a bias 
error in which they consistently overstate and not inherently in the 
nature of the actuarial process, or is it a random error in which event 
the error is as likely to be an understatement of cost as an over- 
statement? 

Mr. Bronson. There is a slight bias, I think. 

Senator Dovatas. In other words, it is your position that it is a 
bias error? 

Mr. Bronson. There is a slight bias, but by the same token | think 
there is a randomness in it. The pension system envisions running 
into decades and centuries, even, and the period since 1937 is a very 
small part of that experience, and over the decades the randomness 
of the thing might swing it the other way. I agree that the actuary ts 

il 


inherently somewhat conservative. So to that extent there is a bias. 


The present hearings, spe aking of the costs relating to S. 1353. 
strike me as being strangely different from those of 1948, when a 
similar measure, the 20 percent increase, was under review. The 


hearings before the House Committee on Interstate and Foreign 
Commerce relative to H. R. 6766, testimony of June 2, 1948, carried 
no actuarial testimony at all from the direct proponents or opponents 
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of the measure. In fact, there seemed to be no direct opponents, 
Nevertheless, the costs that were mentioned ever so briefly wer 
given by Mr. Schoene, as coming to 13.59 percent of payroll « 
excess of 1 percent of even the 1952 tax schedule. The tax at that 
time was lower than it will be next year. 

I have already included a quotation from Mr. Schoene’s remarks 
at that time concerning his suggestions that the tolerance involv: 
should be accepted. 

in the present hearings, Mr. Fort, on Saturday, eloquently delivered 
the last rites, according to him, for the tolerance concept. It is 
interesting to observe that in the 1948 hearings tolerance exceeding 
percent, as I have just mentioned, appeared so acceptable to M: 
Fort that its existence and rationale did not even require comment 
The only reference to cost in Mr. Fort’s testimony at that time was in 
response to this question from Congressman O’Hara [reading]: 

Mr. Fort, IT assume in these conferences consideration has been given to H. R 
6766 as to whether the proposed legislation is actuarially sound, is that correct? 

To this interrogation, which tacitly included the more than the 
percent tolerance, Mr. Fort appears to have summoned up his othe: 
wise silent cost analyst by replying, ‘‘Oh, ves, sir.’”?’ Consequently, even 
Mr. Fort accepted the concept of the tolerance long before 1 knew 
about it in connection with the cost of the act. 

I go into these matters because I do not wish to be the chief actu 
arial apologist for the admitted nonconservatism of the tolerance 
concept when used to put forward liberalization of benefits. I do, 
however, feel that the proponents for benefit increases can reasonably 
use this device in pointing out to Congress the great number of uncer 
tainties in the single shot cost estimate. If Congress, as a calculated 
risk, decides on using the tolerance theory as they have in the past, 
that is up to them. Certainly the operating group is within its rights, 
without lacking imprudence, when they base their argument on the 
tolerance theory after finding so much precedent for it, both presently 
and in the past. 

It is true that you can’t go on adding 1-percent tolerance on 1-per- 
cent tolerance on 1-percent tolerance, and from the testimony at this 
hearing, it is evident that we are getting near the bottom of the barrel 
in this regard. In any private system—and the Railroad Act is 
analogous thereto—the contributions by and in respect of active 
employees cannot go on indefinitely supporting benefit increases which 
also run to all of the retired and inactive employees. A_ benefit 
increase parallel to that now proposed under S. 1353 would, if further 
inflation in the future caused its introduction as a proposed amend- 
ment, that is, viewing the same thing coming up 5 or 10 years from 
now, be much harder to support costwise within the system, because 
by that time the retired rolls would have filled out considerably more 
than now, and any across-the-board increase would accentuate con- 
siderably more than now the resulting added burden to the active 
group. 

I believe that apologies for inflation of the future in respect of almost 
any localized or private pension plan cannot be borne by the then 
active group, that is, the particular employer and his employees, but 
will have to be borne by the national system as the more flexible 
counterpart or companion of the private system. 
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The rather similar suggestions of Mr. Robertson and Mr. Latimer 
and, I believe, Mr. Fort, to the effect that the whole matter of social 
security extension and coordination should be a subject for future 
high level study, very definitely coincide with my own personal opinion 
on this matter. I believe that ultimately a completely universal 
basic plan—floor of protection—will have to come about, on top of 
which the many localized industrial and governmental plans will 
operate in supplementation according to their own circumstances and 
requirements, the net result being more consistent and better benefits 
all around. 

That is all I have to say. 

Senator DouGras. That has been a ve ry interesting final statement. 

You say that is your personal opinion? 

Mr. Bronson. Yes, sir. 

Senator Doua.ias. Have the operating brotherhoods taken any 
position on this subject? , 

Mr. Bronson. My personal opinion is in conformity with the 
testimony of Mr. Robertson, where he indicated his willingness and 
belief that a full study of the matter, without prejudice to the present 
bill he is putting forward, would be advisable. 

Mr. O’Brien. I am about to repeat that suggestion of Mr. Robert- 
son’s but I do want to say that the operating organizations and their 
officials have not committed themselves to the solution suggested i 
\ir. Latimer’s testimony and pretty well paralleled by Mr. aiente s 
personal suggestions. We are willing to explore it, and we think that 

there may be something to it. 

Senator Douauias. Mr. Bronson, let me ask you this question. Do 
you justify the existence of the 1 percent tolerance because of the past 
experience that taxable payrolls would gradually increase? 

Mr. Bronson. Not wholly. In my mind the | percent tolerance is 
a range which is already within a wider range of costs, true costs, 
which might emerge not according to a system, but the flowing of not 
unreasonable events in one direction or the other. 

As I pointed out, the percentage point differential when the Board 
made its studies on a range basis was a good deal wider than the 1 
percent tolerance | am now using. ‘The social security cost estimates 
are the same way. ‘The differential between the low set of reasonable 
assumptions, if they all fell together, and the high sets is quite wide. 
That is the justification in my opinion for the actuary’s acceptance 
of a 1 percent tolerance concept. 

Senator Dove.as. Youhave afinal statement to make, Mr.O’Brien? 

Mr. O’Brien. This is to be taken as if it had come from Mr. 
Robertson speaking for the four chiefs. These are notes which were 
prepared, which he was working over, but the substance of which had 
been agreed to by the chief executives. 

The operating organizations have followed the course of these hear- 
ings with genuine interest. Nothing has been put forward which 
convinces them of any need to change their basic policies as outlined 
to you in Mr. Robertson's opening policy statement. 

As we have indicated, we are willing to modify our requests for 
increases in the light of a realistic appraisal of the evidence before you. 

May 1 then briefly restate our position as a conclusion to our 
participation in these hearings: 
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First, we seek primarily an increase in the benefits payabl 
retired employees to the extent that a financially sound system « 
pa such increases without tucreasing either tax. rates or tax: 
Dun iwMUuns, 

Second, we oppose increasing either the tax rates or the taxa! 
minimums. 

Third, these principles applied to the figures which have been pla: 
before this committee indicate it is not now realistic to consid 
increasing survivor benefits or to increase the coverage of the act. 

Fourth, a 5.2 billion dollar taxable payroll may reasonably 
anticipated for the next several years at least, and such a pay) 
would easily support an increase in benefits payable to retired e1 
plovees of 16% percent, or one-sixth. 

Fifth, such an increase is imperatively called for to cushion 
impact on retired fixed income employees of a cost of living incre: 
which has already discounted their annuities to the pot ol desp 
ation. 

Sixth, the testimony establishes that there are cost savings al 
probably other advantages available through some form of integrati 
with the social security system, and we agree that a serious al 
thorough study of that entire subject should be instituted, il 
promptly. 

Seventh, and finally, S. 1347 is plainly not the answer to the probl 
of integration with social security, and increases in the benefits 1 
retired annuitants cannot wait upon the type of careful study di 
manded by the serious and complex problems involved. 

In conclusion, the operating organizations therefore ask that yo 
committee report favorably on S. 1353, modified to provide a on 
sixth increase for retired employees and to credit up to $300 pi 
month of earnings in the computation of survivor benefits. 

We also submit that this hearing justifies your committee in unde! 
taking a comprehensive study of the entire subject of integration o! 
railroad retirement and social security, 

I think that is all, except to thank the chairman for his patienc: 
and consideration 

Senator Doueias. Thank you very much. 

Mr. O’Brien. Thank you, sir. 

Senator Douauas. Mr, Stack. 


FURTHER TESTIMONY OF THOMAS STACK, PRESIDENT, NATIONAL 
RAILROAD PENSION FORUM, INC. 


Mr. Strack. Mr. Chairman, this is not a rebuttal. It is merely an 
observation by me from listening to the various testimony which has 
been presented. 

[ wish to say that there is no demand from employees for the type 
of bill entered by the nonoperating brotherhoods. As explained in 
detail by Mr. Murray Latimer when he appeared before your com- 
mittee, it is a very vicious piece of legislation, inasmuch as it increases 
the maximum taxes on employees’ contributions from $18 per month 
to $25 per month. It removes the military credits now enjoyed by 
social security and railroad retirement workers.. It goes a step further 
in raising restrictions to those retired so that they will be prohibited 
from earning more than $50 per month. It gives a further spread of 
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efits Lo inerease costs instead of helping the present beneficiaries 
»are in dire need. In a nutshell, it is social security de luxe, and 
step forward to the merger of the two systems with its socialized 

[he various actuaries testifying at the hearing would indicate that 

alone do the \ have to be mathematicians but magicians to produce 
fivures, and in the final analysis sharply disagree with the results Mr. 
Dorranee C, Bronson on page LO of his report showed that if retire- 

nt benefits were considered that the fund would stand 25.2 percent, 
while if the survivors were included the fund would only stand 19.8 
percent, Congress will not do a good job unless those survivors are 
:9 beneficiaries. 
If the pattern of social security is going to be followed in some 
respects, why not give serious thought to the financial structure and 
bandon the theory of funded indebtedness and put the railroad re- 
tirement system on a “Pay as you go plan’? When the Social! 
Security Act was amended in 1939, Congress made it clear that when 
the annual commitments for benefits exceeded three times the intake 
they would take action to reduce the rate. Today the taxes taken 

by railroad retirement annually almost exceed the benefits by 
seven times. If this system was adopted then the bills we seek passage 
of could be enacted into law without any fear of the financial sound- 
ness of the fund. 

Senator Dove.ias. Just a moment. You said taxes received ex- 
ceeded disbursements seven times. According to the figures I have, 
in 1950 the taxes received were $546,000,000, and disbursements 
$316,000,000, which is about 60 percent more, but not 600 percent 
more, 

Mr. O’Brien. | think Mr. Stack may have taken that figure from 
part of Mr. Robertson’s statement for which I am responsible, to the 
effect that the reserve is something better than six times the annual 
expenditures. 

Senator Doveras. Yes; that is true. The reserve is, but not the 
annual receipts. 

Mr. O’Brien. Between six and seven times the annual expendi- 
tures, 

Mr. Strack. In the Eightieth Congress I attempted to secure such a 
measure to put the employees tax on a sliding scale basis. 

Many of our large municipal pension systems have abandoned, or 
proposed to abandon, the theory contemplated of building up tre- 
mendous reserves in most of the existing statutory requirements for 
financing these funds and have gone on a “‘pay as you go”’ plan to 
assist those on pegged incomes during the period of economic insta- 
bility. 

Mr. DiSalle is at present working on the principle of putting in an 
escalator clause to tie in with social security to give relief to those on 
pegged income and we the railroad workers must have a system 
elastic enough to meet the economic conditions of today and the 
future. Under our present system of financing this apparently 
cannot be accomplished. Our rail leaders have lost touch with the 
common man. Their past performances have been a_ registered 
failure, and if we will depend on them to show us the light, I expect 
Gabriel to blow the trumpet before we can secure honest relief on the 
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tragic situation facing the retired rail workers of this Nation. I t! 
you. 

Senator Dovuacias. Thank you, Mr. Stack. 

It is half past 5 now. Mr. Fort, would you prefer to have us 1 
tomorrow afternoon? 


FURTHER TESTIMONY OF J. CARTER FORT, VICE PRESIDENT AND 
GENERAL COUNSEL, ASSOCIATION OF AMERICAN RAILROADS 


Mr. Forr. Mr. Chairman, I merely want to comment for a moment 
on one or two things. 

Mr. Bronson referred to my testimony in connection with the | 
amendments. He said I was asked whether consideration had | 
given to whether those amendments would leave the pension age I 
in reasonable balance or something of the kind, and I replied + 
consideration had been given to that. The testimony which Vt 
Musher gave earlier during this hearing is the explanation of the 1948 
situation. ‘The estimates upon which that 1948 testimony was based 
so far as the payroll was concerned, was extremely conservative. 
The estimate, as I recall it—and I think Mr. Musher testified to this 
effect today, was $3,500,000,000 as against a low and a high ran 
estimate given by the economist of the Board of from $3.75 to $4.2; 
billion. You will recall that Mr. Musher said that there was som 
margin in that estimate. We find nothing of that kind here toda) 

| think there is no conflict whatever between the position I took 
then and the position I take now. 

In the direct testimony of Mr. Leighty and Mr. Schoene, and ir 
their long and comprehensive rebuttal, in spite of what I had said 
my testimony, there still has been no attempt to justify the taking in 
account in figuring costs the alleged savings by adjustments betwe 
the social security fund and the railroad retirement fund when the 
is no provision in the bill for such adjustments. It is clear to me that 
the subject was not touched upon in rebuttal, because nothing ca: 
be said in support of what was done. 

There was no testimony in rebuttal which attempted to justify t 
claimed savings of 2 percent of the payroll it is said would result from 
coordination between the social security system and the railroad 
retirement system, including the treatment of the railroad employees 
with less than 10 years of service, or to explain or reconcile the conflict 
ing testimony on the point. In the cost estimate submitted by a 
Railroad Retireme nt Board with respect to S. 1347, there was reflect: 

a claimed saving of 2 percent of the payroll in this connection. _— . 
ever, Mr. Myers appearing for the Social Security Administration, 
testified, as I understood him, that at least 1 percent of the 2 percent 
could not be saved in this way. It did not appear clear to me fron 
Mr. Myers’ testimony whether or not he thought that the other 
percent could be saved. Mr. Latimer, and certainly he has a back- 
ground of rich experience in matters of this kind, said he thought there 
would be many different views as to whether there could be savings 
from this source and what they would be, if any. With the evidence 
in such a state, we certainly expected to hear some discussion of the 
matter in rebuttal but there was none. 

I find myself in agreement with many things that Mr. O’Brien 
stated as his final conclusion. I could not find myself in agreement 
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with the 16% percent, but outside of that, I thought it was a very 
solid statement. If there is any money properly and equitably and 
honestly to be gotten by an adjustment between these funds—and I 
certainly hope that there is, and it seems to me this record, although 

it gives no more than an indication, does give an indication that there 

mn be—I certainly think that the subject will be explored, and that 

the money will be made available to us. 

Mr. Leighty made, I thought, a very persuasive statement to you 
on rebuttal. He always makes a persuasive statement. He does get a 
little cavalier in his estimates now end then; for example, when he 
split the $3 billion of accrued liability at the time the system was set 
up very handsomely just half and half. That is a nice way to do it. 
Mr. Eastman, who made a study of this subject about the time that 
the system was established says $700,000 to $800,000. 

Mr. Lereuntry. $700,000,000, not seven or eight hundred thousand. 

Mr. Forr. Seven or eight hundred million. I get mixed up about 
money when you get over dimes and quarters. [Laughter.| 

So Mr. Leighty just cut the $3 billion right in half, in one fell swoop. 

I think in dealing with payrolls he followed very much similar 
methods. I think he completely underweighed the significance of the 
present inflation, the inflation we have had ever since the early forties, 
a situation which certainly we do not expect in the future. We hope 
that will not go on until 1995. Then he went back to the First World 
War and got some figures which I have forgotten, and pointed out the 
magnificence of our improvement in the way of inflation from that 
time until now. 

I hope we are not going to have two more world wars and practi- 
eally a third during the next few vears, and I think a great deal Mr. 
Leighty said must be discounted; his eloquence must be discounted a 
little in the light of the facts. 

Senator Douvaetas. Mr. Fort, may I say that of course there has 
been inflation, but the significant thing is there also has been a great 
increase in physical productivity per man and even more per hour. 
So earnings have gone up per vear very markedly. 

Mr. Forr. There is no question about that. Considering the total 
economy of the country, there are reasons to expect that there will 
be expansion and increased production. We will have new industries 
that will come into the total economy, as in a relatively small way 
television has come in recently, as in a tremendous way the automobile 
industry came in in the twenties, and we have every reason I think 
to hope we will find a similar development in the future. But that 
is a condition that bears on the general economy, and not so much on 
one particular industry. 

I think if you will look and if Mr. Leighty will look at those figures 
in Interstate Commerce Commission Statistics of Railways of the 
United States for 1948, you will be interested, and Mr. Leighty might 
be led to readjust some of his optimism—not that I deplore Mr. 
Leighty’s optimism, I always get a lift from him, and it makes me 
feel better—but in any event, if you look at those figures you will 
find that the pavroll for the vear 1920 was $3,754,281,000, and it 
was 25 years before that was equalled again, and meanwhile the 
pages fell to about half and less than half that much, and only in 

1944 did it get that high again. We do not know, I certainly do not 
know, what is going to take place from now on, but certainly I do 
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not believe that you can imagine we are going to have a repetitio: 
the situation from 1939 to the present. 

As to your remark, Mr. Chairman, about increasing productivity. 
of course that cuts two ways, too, because that would tend to decrea: 
the number of men on the railroad payroll. 

One more subject, and I am through, 

On the matter of the $400 base, I have been wonde ‘ring What poss 
approach could be made in an effort to justify it. Certainly 
increased base would have no effect on helping pe ople bear the pres: 
high cost of living, as I argued in my opening statement. But j 
rebuttal, we are presented with an approach which really came to 
me as a surprise. Mr. Leighty says the increased base of $400 would 
afford a man an opportunity to make a good investment. Is it the 
obligation of the railroad industry to afford to its higher priced = 
ployees an opportunity to make a good investment at the cost of 1 
industry? Under that proposal when the full term of vears can i 
taken into account, a man who had been making a salary of $400 
could retire with a pension of $310 a month. That is because he 
would have been given an opportunity on top of anything that might 
be legitimately called a retirement allowance or pension, to make a 
good investment at the cost of the railroad company. I say that 
that is something far beyond what should be contemplated in a retire- 
ment system. We are scraping along in the railroad industry trying 
to keep the industry alive and reasonably healthy, trying to keep it 
in condition to afford work at good wages and under good working 
conditions to a lot of people, but there is an end to what we can carry. 
Just as Mr. Bronson said, there is an end to how long you can pile 
a l-percent tolerance upon a 1-percent tolerance. The end, I think, 
has come. The railroad industry cannot be harrassed constantly by 
such things as this request for an additional $100 in the tax base. 
It will only cost us $40,000,000; Mr. Leighty says. That is a lot 
of money to us, and particularly is it a lot of money to us after the 
enormous increases in wages recently made. Our competition has 
increased by leaps and bounds since 1920. That course has not been 
run yet. Competition is increasing and the increase is accelerating. 
We have often told the Congress that this situation is in large part 
due to subsidies to our competitors. 

However it may be the severe competition is here, and we do not 
want this industry to shrivel, and at the time it does shrivel it will 
not support this pension system. We must look very carefully before 
we put an added burden of $40 million on the railroads. That is a 
matter of great importance to railroad employees who wish to have 
work to do. 

I did not intend to make an argument to you, Mr. Chairman. [| 
know that your committee will look upon this proposed legislation as 
presenting the extremely serious problem that it is, and I “would like 
to double | yensions or treble them, as all of us would, but we get to the 
question of what is within the financial possibility, what can be done 
reasonably. 

I thank you very much, Mr. Chairman. We greatly appreciate 
the courtesy that you have exhibited toward all the parties throughout 
the hearing. 

Senator Dovetas. Thank you very much. 
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We are concluding earlier than I had thought possible the first 
part of the afternoon. I wonder if the Retirement Board, instead of 
testifying, would submit a memorandum covering some of the points 
which have been made. For example, I think they ought to deal 
with the memorandum of Mr. Myers, in which he arrived at different 
figures concerning credits and debits under S. 1347 for OASI, and see 
if we can get a reconciliation of figures on that point. They certainly 
should deal with the question of the reductions in cost estimated by 
Mr. Bronson due to the upward drift of average earnings, and check 
their estimates with the estimates which Mr. Bronson made. 

I believe in one of the letters which you submitted either to me or 

Mr. Fort, and which are part of the record, you have already 
estimated the savings in cost to the railway system which would 
follow from the added disqualification imposed on less than 10-year 
workers, but if you have not done so, I would like to have that 

I believe you have also made estimates concerning the savings and 
benefits probably introduced by the work clause in 8. 1347. 

I would like, if I may, also a somewhat fuller discussion as to future 
payroll, future taxable payroll under estimates of $300 limit and the 
$400 limit, because I think that subject needs to be discussed more 
fully. 

And in particular, an appraisal of the statements which Mr. Leighty 
made this afternoon. 

In this connection, it occurs to me that you undoubtedly have 
records of taxable payrolls for the first months of this year. I believe 
in our hearing on Friday I asked you to submit that, Mr. Matscheck. 

Mr. Marscueck. We have an estimate for this year. 

Senator Dovatas. For this year, 1951? 

Mr. Marscneck. Our estimate based on what has happened to 
date. 

Senator Dovetas. Is that ready now‘ 

Mr. Marscueck. I can give it to you offhand. 

Senator Dovetas. You can give it offhand so we can all know 
about the matter? 

Mr. Marscueck. About $5,400,000,000 this year taxable on a 
$300 basis. 

Senator Dovatas. Taxable income for the year 1951. 

Mr. Leighty, what was your statement? 

Mr. Lerecury. Mine was $5,271,000,000. 

Mr. ScurerBer. On the $300 limit. 

Mr. Marscueck. Mine is on the $300 limit, too. 

Senator Dovuauas. I asked you earlier in the afternoon to submit 
& memorandum on the percentage which taxable wages formed to 
total wages on class I railroads. I understand you worked that out 
roughly. 

Mr. Marscueck. We have done that right here. 

Senator Dovetas. Will you submit that? Is there any other in- 
formation we want? 

Mr. Forr. I would like to say this, Mr. Chairman, in the light of 
what you have said. Included as exhibits in Mr. Elmer Monroe’s 
testimony were two tables furnished by the Railroad Retirement 
Board, one showing the costs of S. 1347 with a $300 maximum and a 
$4,900,000,000 payroll, and the other showing the cost with a $400 
maximum and a $5,200,000,000 payroll. It is interesting to see that 
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that change does not make very much difference in the net cost 
Under the $5,200,000,000 payroll and the $400 maximum the cos; 
is shown, as has been said here many times, as 14.12. With the 
same provisions and the $300 maximum, and therefore a lower tax 
able payroll of $4,900,000,000, the cost is shown as 14.30, or only 
0.18 higher. So there is not a great deal of money, you see, to be 
gained for the general support of the system by increasing the 
base to $400. 

The CuairMANn. I asked Mr. Musher to furnish to me, and he said 
he could tomorrow, a table showing a breakdown in his estimate of 
2.02 percent of the payroll which would be the savings that he said 
would result from the under-10-years-service feature, and from the 
transfer-between-accounts feature. 

I asked him to break that down and show it separately as to the 
men under 10 years, the net figures, and the net for the other feature. 
He did give me some figures today, but he said he wanted to look 
over them a little more. 

Mr. Musher, will you have those tomorrow? 

Mr. Musuer. I will, sir. 

Mr. Forr. I merely want to get permission now to introduce them. 

Senator Dovetas. That may be made part of the material to be 
submitted for the record. 

Mr. Musuer. When will you want that material, Mr. Chairman? 

Senator Doua.tas. Since we know there will be no rebuttal on this, 
we will start printing the record in a few days, and we will make it 
part of the record. Then it will be open to inspection of the sides, 
and since you will be going over much the same material on the 
House side, it probably would be well to have copies made and sub- 
mitted to the parties so they may be part of your presentation before 
the House committee. 

Mr. O’Brien. I was going to ask that copies be furnished to us 
I do not think it will inspire us to any further presentation hatore 
your committee, but at least we would like to be sure and see what 
is given to the committee. 

Mr. Marscueck. We will distribute copies to everyone. 

Senator Douvatas. I understand that will be done. 

[ want to thank the participants and witnesses. I think the 
testimony has been uniformly of high quality and has contributed 
very much to the education of one Senator, at least. I think the 
record will be quite impressive. I want to thank you for the ability 
and fairness with which the various points of view have been pre- 
sented. I want to compliment everybody here on that. I thank 
you very muc h. 

The hearing is adjourned. 

The following information was subsequently submitted for the 
record: 


Lax 


Executive OFrricE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C., May 18, 1951. 
Hon. James E, Murray, 
Committee on Labor and Public Welfare, 
United States Senate, Washington 25, D. C. 

My Dear Senator Murray: The Bureau of the Budget is submitting here- 
with for your consideration a report on 8. 1347, a bill to amend the Railroad 
Retirement Act and the Railroad Retirement Tax Act, and for other purposes 

This bill would liberalize employee retirement benefits by roughly 15 percent, 
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would add spouse’s benefits patterned after the old-age and survivors insurance 
system, and would raise considerably the level of survivor benefits. It would 
raise the taxable wage base from $300 to $400 a month. It would not raise railroad 
retirement tax rates. Instead the bill proposes to meet in part the cost of these 
benefit increases by shifting to the OASI system the full responsibility for paying 
benefits to short-term workers (those with less than 10 years of railroad service). 
The bill would not require any transfers of money between the trust funds but 
would merely call for a joint Federal Security Agenecy-Railroad Retirement Board 
report by 1956 recommending such legislative changes as would be nece essary to 
place the Federal OASI trust fund in the same position in which it would have 
been if railroad employment had been covered under OASIT since 1936. 

At the outset, it shovld be made clear that the principle of making the OASI 
system the basic form of protection for all employed people, would carry out the 
President’s recommendation made in his 1952 budget message, to the effect that: 

“Our aim should be to establish for all employed people a minimum protection 
that each person takes with him wherever he works. Pension and insurance plans 
for special groups should supplement social security benefits as industry pensions 
already do for several million workers.’ 

This principle was also the recommendation of the Advisory Council on Social 
Security of the Senate Committee on Finance which reported as follows on April 
20, 1948: 

‘‘Railroad employees —The Congress should direct the Social Security Admin- 
istration and the Railroad Retirement Board to undertake a study to determine 
the most practicable and equitable method of making the railroad retirement 
system supplementary to the basic old-age and survivors insurance program. 
Benefits and contributions of the railroad retirement system should be adjusted 
to supplement the basie protection afforded by old-age and survivors insurance, 
so that the combined protection of the two programs would at least equal that 
under the Railroad Retirement Act.” 

S. 1347, although it appears to move in the direction of interrelation, has a 
number of serious defects. 

1. The workers with less than 10 years service in the railroad industry—and 
these make up a very large percentage of the total—would get virtually all of their 
benefits from the OASI system and nothing from the railroad retirement system; 
yet under the bill they would pay for the same OASI benefits four times as much 
taxes as nonrailroad workers pay currently. In a sense, the short-term employees 
would be forced to subsidize the longer-term employees, a situation that might 
result in considerable discontent. 

2. Any breaking point between programs, such as the 10-year limit, produces 
glaring inequities. For example, under the bill, the total retirement benefits at 
age 65 for a man with earnings of $300 a month and with 9 vears of railroad service 
and 11 vears under social security, would be reduced from $103 a month to $80. 
The total benefit for a man with 10 years of service under each system would rise 
from $105.50 to $112.50 a month. 

3. The principle set forth to govern the joint report on financial adjustment, if 
implemented by law, would establish a very questionable precedent, i. e., the 
favorable tax rate and slower accumulation of reserves under OASI would be made 
available to another, separate program with limited coverage. In effect, it puts 
the OAST system in the position of paying benefits to another system for the use 
and advantage of that system, rather than directly to the individual workers. 
Such a precedent might be used to obtain for other special programs with limited 
coverage the advantage of favorable OAST financing without actual participation 
in that system. The strength of a comprehensive social security program depends 
on wide coverage with its pooling of high-cost and low-cost risks; the proposed 
arrangement would weaken the system. 

4. Because of the extreme complexity of the proposed interrelations between 
the two systems, those persons who are covered under both would be thoroughly 
confused as to their rights, benefits, and equities. This complexity would also 
give rise to delays in adjudicating claims and to heavy administrative expenses 
to both systems. 

5. According to the estimates submitted to your committee by the Railroad 
Retirement Board, the cost of the benefits of the railroad retirement system would 
exceed the combined employer-employee tax rate by 1.6 percent of payroll, which, 
on a level-premmium basis, is approximately $80 million a year. The estimates of 
the Board show that in the absence of additional financing the trust fund would 
be exhausted within the next 50 years. Moreover, according to the testimony 
which the Federal Security Agency has presented, the division of cost between 
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the railroad retirement program and the old-age and survivors insurance prox 
would call for transfers in the opposite direction from that indicated by the R 
road Retirement Board, and in this event the inadequacy of the railroad tax r: 
would be even more than indicated above. Because of the great importanc 
this to the financial soundness of both systems, this question should not be 
unresolved. 

6. An increase of $1.5 billion in the unfunded liability of the railroad retireme; 
fund would result under 8. 1347, largely from credits to be given to older worker 
for their service prior to the establishment of the system. This presents a seri: 
question of financial policy for a system with limited coverage. 

7. The Federal Government has appropriated $330 million for military servi 

credits of railroad workers. Most of this amount is attributable to the militar, 
service of individuals whose benefits would, under the bill, become a responsibilit 
of the old-age and survivors insurance system. The bill fails to require thy 
railroad retirement fund to make a refund to the Treasury to reflect this transf 
of liability. 

8. The absence of authority for financial adjustments means that the OASI 
trust fund would actually pay benefits to short-term workers until 1956, wit}! 
no legislative assurance of a subsequent settlement from the Railroad Retirement 
Board. This lack of assurance may well cause considerable apprehension on 
part of the workers and their families who are relying on old-age and survivor 
insurance for their basic economic security. 

Any need to provide higher and more varied benefits for railroad worker: 
toward which the bill is pointed should and can be met in a simpler and mor 
equitable way, consistent with broad national interests and long-range objectives 
Better dollar-for-dollar value can be given by providing coverage for all railroad 
workers under the old-age and survivors insurance system, with the railroad 
retirement program retained to supplement the old-age and survivors insurance 
benefits. This would carry out the recommendations of both the President and 
the Senate Advisory Council on Social Security. 

The railroad workers would get more benefits for less money if OASI benefits 
were made available to all railroad workers, with the Railroad Retirement Board 
paying the difference between OASI benefits and the present railroad retirement 
benefits. That is, the workers would get the more advantageous OASI survivors 
protection and, at the same time, the present 12 percent railroad retirement tax 
rate could be lowered to a combined OASI-railroad retirement rate which ha 
been estimated roughly at 8.5 percent. As the OASIT rate rises over the years 
the combined rate would, of course, rise also, but it would not reach its peak of 
about 12 percent until 1970, whereas the railroad retirement rate is 12 percent 
now and will rise to 12.5 percent next January. Alternatively, railroad retirement 
benefits might be increased with less of a tax decrease. 

We shall be glad to arrange for elaboration of the points made in this letter 
should your committee so desire. 


Sincerely vours, 
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Lawton, Directo 











FEDERAL Security AGENCY, 
Washington, May 14, 1941 
Hon. James E. Murray, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washrnaton, D. ¢ 


Dear Mr. CuatrMan: This is in response to your request of May 7, 1951, for 
a report on S. 1347, a bill to amend the Railroad Retirement Act and the Rail 
road Retirement Tax Act, and for other purposes, and on 8. 1353, a bill to amend 
the Railroad Retirement Act, the Railroad Unemployment Insurance Act, and 
for other purposes. 
























































SUMMARY OF THE BILLS 










S. 1347 would change the railroad retirement program by increasing the amounts 
of the employee annuities approximately 15 percent, adding spouse’s annuities, 
increasing the maximum creditable monthly compensation for both tax and bene- 
fit purposes from $300 to $400, and making other liberalizations. The railroad 
program would not pay either survivor or retirement annuities in cases where 
workers die or retire in the future with less than 10 years of railroad employment. 
The railroad wage credits of these short-term railroad workers would in the future 
be transferred to old-age and survivors insurance. The survivors of workers with 
10 years or more of railroad service would, as now, receive benefits under one 
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ram or the other based on combined wage records. For individuals with 10 
yr more vears of railroad service who also qualified under old-age and survivors 
ysurance, retirement benefits would be payable under both svstems. The bill 
provides for various adjustments in railroad benefits when railroad beneficiaries 
work or receive benefits under old-age and survivors insurance. It provides 

at not later than January 1, 1956, the Railroad Retirement Board and the 
Federal Security Administrator would make a joint report setting forth their 
recommendations for such legislative changes as “would be necessary to place 
the Federal old-age and survivors insurance trust fund in the same position in 

hich it would have been if service as (a railroad) employee after December 31, 
1936, had been included in the term ‘employment’ as defined in the Social Security 
Act and in the Federal Insurance Contributions Act.” 

S. 1353 would increase the benefits payable under the railroad program to 
both present and future annuitants by 25 percent in most cases and would increase 
he wage base upon which survivors benefits are based from $3,000 to $3,600. 
rhe bill does not amend the taxing provisions of the program. 


GENERAL VIEWS OF THE FEDERAL SECURITY AGENCY 


The Federal Security Agency strongly endorses the objective of coordination 
between the railroad system and the old-age and suvivors insurance system. 
When the railroad program was established as a separate system the extent of 
the movement in and out of the railroad industry was not realized. It was thought 
that most railroad employees were career employees who would stay in railroad 
employment until their death or retirement. 

Actual experience that has developed has shown that this is not true. Large 
numbers of workers move in and out of the railroad industry every year. That 
this movement is very large is indicated by a comparison of the total number of 
workers employed by the railroads during a year with the average number at 
work at any onetime. While average railroad employment in 1949 was 1,400,000, 
about 2,090,000 individuals had some railroad earnings during the year. Thus, 
for every 100 railroad employees working at a given time in 1949, 149 acquired 
railroad retirement credits in that vear; in 1940 this ratio was 100 to 140. During 
1937-50 probably about 6 or 6% million persons had wage credits under both rail- 
road retirement and old-age and survivors insurance; this group represents about 
75 percent of the workers (approximately 8,500,000) with wage credits under the 
Railroad Retirement Act during the 14-year period, and this proportion will be 
even higher in the future because of the expanded coverage under old-age and 
survivors insurance due to the 1950 amendments. 

The only way to insure that this large number of workers who move in and 
out of railroad employment will have reasonable and adequate insurance protec- 
tion is to provide for coordination of the two systems. Otherwise, persons who 
shift between the two systems, but who do not qualify for benefits under both, 
may suffer a serious disadvantage; on the other hand, those who do qualify under 
both systems may receive an unreasonably large total of benefits because the 
weighting in the old-age and survivors insurance benefit formula, designed to 
provide adequate benefits for the low-paid worker, incidentially results in giving 
an undue advantage to the short-term worker as well. 

In recognition of the interdependence of the two systems Congress in 1946 
provided for the coordination of survivors benefits. These provisions were 
reasonably satisfactory prior to the 1950 amendments to the Social Security Act, 
but there is now need for consideration revision. Retirement benefits under the 
two programs have never been coordinated; we believe there is an equally great 
need for coordination in this area. 


ANALYSIS OF 8S. 1347 


While the Federal Security Agency strongly recommends the coordination of 
the railroad system with the old-age and survivors insurance program, we believe 
that the method of coordination proposed in S. 1347 has serious defects. In the 
opinion of this Agency the provisions of the bill would cause misunderstanding 
and confusion among those affected by it, and the financial arrangements proposed 
in the bill might have adverse effects. 


PUBLIC UNDERSTANDING 


It is extremely important that any social insurance or retirement program affect- 
ing large numbers of people be simple enough so that those affected by it can have 
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a reasonably clear understanding of their rights under the program and of 
protection which it affords them. Similarly, it is essential that the prograrn ; 
vide equitable treatment to all those covered if it is to have the public confide 
and support without which it cannot function effectively. If any large grou; 
the participants receive what appears to be inequitable treatment, or if th« 
jority of those covered do not understand their rights or know what they can 
pect, the program cannot provide the security it is intended to provide. 

The provisions of 8. 1347 which govern the coordination of payments by 
two programs are inconsistent and difficult to understand and to explain. 7 
general principles on which they are based apparently are that old-age and su: 
vors insurance should pay the short-term railroad worker and his survivors, and 
the railroad program should pay the long-term worker and his survivors, and tha 
wage credits under the two programs should be combined. However, these pr 
ciples are not consistently carried out in the coordination provisions and as a c 
sequence many inequitable and anomalous situations would arise. 

The effect of the coordination provisions in 8. 1347 may be summarized as fo 
lows: In retirement cases, the worker with less than 10 years of railroad servic: 
would receive benefits from old-age and survivors insurance based on combined 
wages under the two systems. The worker with 10 years or more of railroad ser 
ice would receive retirement benefits from the railroad program based on railroad 
service alone, and would also receive old-age and survivors insurance benefits 
based on nonrailroad employment if he had had enough of such employment to 
qualify therefor. In the long run it can be expected that a great many worker 
would qualify for dual retirement benefits under these provisions, since, out of a 
working lifetime of 40 years or more, only 10 would need to be spent in nonrail 
road employment to qualify for old-age and survivors insurance. 

In death cases, the provisions would have a different result. In all death es 
the wages would be combined, and only one benefit would be payable. Wher 
the worker had less than 10 vears of railroad service, the benefit would be paid b 
old-age and survivors insurance. If he had 10 vears or more of railroad servic« 
the benefit might be paid by either old-age and survivors insurance or the rail 
road program, depending on the extent of the worker’s recent employment in th 
railroad industry (that is, on whether he had a ‘current connection’’ with that 
industry, as defined in the Railroad Retirement Act). 

It is very difficult to justifv the inconsistency of these provisions on any basis 
other than a historical one, and it would be almost impossible to secure a clea 
understanding among the noncareer railroad workers and their families as to 
what program they should look to for benefits or what protection they are actual! 
afforded. 

As indicated, the provisions for coordination can also lead to anomalous and 
inequitable results. It has already been mentioned that, in retirement cases 
where the worker has more than 10 years of railroad service, he may qualify fo 
benefits under both progtfams and hence receive a windfall in contrast with th 
worker who has less than 10 years of railroad service. To illustrate this point 
take an individual now age 45 who has just entered railroad employment and who 
will earn $300 per month hereafter. In one case, we will assume that the ind 
vidual works for 9 vears for a railroad, then for 11 years under social security, 
and then retires. In the second case, assume that the individual works for 10 
vears for a railroad, then under social security for 10 years, and then retires 
The resulting monthly retirement annuities are shown in the table below: 






9 years rail- | 10 years ra 
road, 11 years/road, 10 y« 
social secu- | social secu 
rity rity 


Program 


Present law 





Railroad Retirement Act $43. 20 $48. 00 
Old-age and survivors insurance 59. 80 57. 50 
Total 103. 00 105, 5 
S. 1347 
Railroad Retirement Act | $55. 00 
OASI | $80. 00 57. 50 
' 


Total i fais sami als a ae ea ad 80.00 | 112. 50 











Tr 
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Under present law, by working an edditional year in railroad employment the 
worker will inerease his total of monthly benefits by $2.50. However, under 
s, 1347 the additional year of railroad service increases the total by $32.50—a 
\0-percent increase. Considering present values (on the basis of the 1944 Railway 
{nnuitants’ Mortality Table at 3 percent), the value at age 65 for the extra 
benefits for one more year of railroad service is $295 under the present laws and 
$3,860 under 8. 1347. In contrast, the extra employee contribution under the 
railroad retirement system which would have been paid for this one additional 
ear of railroad service is $234, while the old-age and survivors insurance employee 
contribution would be $90 less, or a net additional contribution of $144. 

\foreover, under S. 1347, workers with less than 10 years of employment in the 
railroad industry would be treated inequitably. Such workers would receive 
exactly the same retirement benefits that they would have received if their railroad 
employment had been under the old-age and survivors insurance program; yet 
they will have paid the much higher tax rates of the railroad program. (As you 
know, the present employee tax rates under the railroad and old-age and survivors 
nsuyance programs are 6 and 1% percent, respectively; the ultimate rates are 
scl.vduled to be 6% and 3% percent. Moreover, under the bill compensation of 
ip to $4,800 per year would be taxed under the railroad program, but only $3,600 
per year could be credited under old-age and survivors insurance in these cases.) 
- The survivors of railroad workers, it is true, are guaranteed a residual payment 

nder the bill which is roughly equal to any excess of the total of the employee 

tributions to the railroad program over the total of benefits payable. This 
ninimum guaranty, however, will in virtually all instances be less than the 
survivor benefits payable since such benefits are determined on both old-age and 
survivors insurance and railroad wages, while the residual payment is based only 
m the latter. Accordingly, the residual payment will not often be paid. For 
example, in the case cited above, the man with 9 years of railroad service and 11 
years of social security coverage often will receive exactly the same benefit as if 
e had been under social security for the entire 20 years, although he would have 
paid $1,422 more in contributions than if he had been covered under old-age and 
irvivors insurance the entire time. The only additional benefit feature would 
ea guaranty of $2,268 as a minimum payment at death. Since the total amount 
if any survivor benefits paid under the old-age and survivors insurance program 
would be subtracted from the guaranteed minimum, the guaranty would be 
without value if he left survivors eligible for monthly benefits for any reasonable 
ength of time. Moreover, part of the retirement benefits he would receive would 
count — this minimum guaranty. 

We believe that such cases may have an undesirable effect upon public under- 
standing of, and public attitude toward, the old-age and survivors insurance 
program. Workers with railroad e mployment who have been told that their wage 
credits have been transferred to old-age and survivors insurance may assume that 

eir railroad contributions have also been transferred. As a result, they may feel 

hat old-age and survivors insurance should pay them more than workers who have 
contributed at the old-age and survivors insurance tax rate, or should at least 
refund to them the excess of the railroad contributions over the old-age and 
survivors insurance contributions. 

\s indicated earlier, these short-term employees constitute a very large pro- 
portion of all railroad workers. According to the most recent valuation of the 
railroad retirement system, the average age at entry for new entrants is 29. 
\ccording to the service table used in this valuation of those entering at age group 


30 only 17.7 percent remain for 10 oe with the remaining 82.3 percent 
withdrawing, dying, or becoming disabled before that time. The vast majority 
of those not meeting the 10-year service "requirement are withdrawals, since 

eaths and disabilities at these ages are relatively few in number. Thus the great 


majority of new entrants into railroad service would, under 8. 1347, never receive 
iny benefits under the railroad program, despite paying its higher contribution 
rates, 

FINANCING PROVISIONS 


We do not believe that the basis provided in the bill for the financial arrange- 
ments with the old-age and survivors insurance system is a sound one. In the 
first place we question the premise upon which the principle underlying the 
financial arrangements is based—that the cost of old-age and survivors insurance 
is lower than it would be if railroad workers were covered. Even though railroad 
workers as a group are older than the workers now covered under old-age .and 
<urvivors insurance, there are offsetting factors which appear not to have been 
viven sufficient weight. First, if railroad employment were covered under old-age 
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and survivors insurance, the retirement test in the latter program would ap 
railroad as well as nonrailroad employment, and therefore more old ag 
survivors insurance benefits would be suspended because the individual ha 
really “‘retired.”’ 

The second factor is somewhat mors complex. In the long run, beca 
the great amount of shifting between railroad aud nonrailroad employment 
individuals who have worked in railroad employment will also have sper 
siderable time in nonrailroad employment, so that the great majority of th 
qualify for old-age and survivors insurance benefits on the basis of nonra 





employment alone. - Because of the weighting in the old-age and survivors 
ance benefit formula, the additional benefit which old-age and survivors ins 
would pay as a result of adding railroad employment in these cases wou 
relatively small \s a consequence, noncoverage of railroad workers resu 


considerably higher costs to the old-age and survivors insurance system 
would be true if no account were taken of this back-and-forth movement 
estimated by the Chief Actuary for the Social Security Administration tha 
noncoverage of long-term railroad workers and the coverage of short-term ra 
workers under old-age and survivors insurance results in an increase in cost 
old-age and survivors insurance program of about 0.7 percent of railroad ps 
rather than a decrease of about 0.25 percent as estimated by the Railroad R 
ment Board. On the basis of this estimate, the total net cost of S. 1347 vy 
be somewhat higher because of this factor than estimated in the report « 
bill by the Railroad Retirement Board. Enclosed is a memorandum by | 
J. Myers, Chief Actuary for the Social Security Administration, which give 
basis for this estimate. 

IKiven if it were true that noncoverage of railroad workers results in a ‘‘say 
to the old-age and survivors insurance program—a “‘saving,’’ that is, in the s 
that the total cost of benefits to such workers if covered under the old-age 
survivors insurance program would exceed the contributions that would be 
lected on their wages from railroad employment under the Federal Insura 
Contributions Act—the Federal Security Agency does not agree with the pri 
that any such ‘‘saving’’ should be used to increase benefit amounts under a st 
rate program, ‘The proposition that the old-age and survivors insurance sy 
should pay the amount of any such “savings” realized from noncoverage of 
industrial group, to a separate retirement system established for the group 
whollv inconsistent with the basic principles underlying the old-age and sury 
insurance system, The objective of a social-insurance system such as the old 
! survivors insurance system is to spread the costs of the insured risk or 1 





) 
> 
\ 





And 
as widely as possible over all the various industrial and other groups covered 
mingling the good risks with the bad. To impose on all groups thus insured : 
liability for the costs of a separate insurance system is completely foreign to 
objective. 

If this proposal were adopted for the railroad industry, any other industry w 
a comparable age distribution might argue that it, too, should be financed in pa 
out of the old-age and survivors insurance trust fund. Similarly, an indus 
with a vounger-than-average age distribution could well argue that it should 
excluded from old-age and survivors insurance because its workers could 
bigger benefits for the same contributions. Eventually the general social ins 
ance program would be completely disrupted and give way to a great ma 
separate industry plar 

Such a situation would be disastrous In order to protect the rights of work 
who shift between industries, each with a separate social insurance program, 
would be necessary to have complicated provisions for transfers between prograt 
or alternatively, complete vesting in each program. Also, it would not be possil 
to avoid excessive duplication of benefits in all cases. The resulting complexi 
and administrative waste and confusion would make it impossible to prov 
ion for the great mass of the workers of the Nation on 





Social insurance protec 
orderly and economical basis 

Aside from the basic question coneerning the premise underlying the propos 
financial arrangements with the old-age and survivors insurance system, we rega 
the lack of provision for effecting transfers from one program to the other 
completely unsatisfactory Under the provisions of the bill, the old-age a1 
survivors insurance program would begin immediately to make payments bas« 
on railroad wages for which no old-age and survivors insurance contributions ha 
ever been received However, no cost adjustment at all would be possible fi 
the first 5 vears, and at the end of that time the only provision in the bill is tha 
the two agencies would jointly recommend appropriate legislation to the Congress 
Under these circumstances, it might appear extremely doubtful to the contributor 
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the old-age and survivors insurance program that a satisfactory cost adjust- 


nt would eventually be achieved, and there might be a general feeling that the 

gram was being jeopardized for the sake of relieving the railroad program of 
hurden of paying benefits to its short-term contributors 

Any estimate of the amount of funds which would have to be transferred to 
the Federal old-age and survivors insurance t fund in the same position 

would have been in if railroad employment had always been covered would 

ve to be on at approximate basis As a resul t would be extremely difficult 


1ot impossible, to arrive at any single figure which would be acceptable to the 


rm over-all effect of the coordination, it does seem clear that there should be a 


o agencies concerned. Moreover, while it is difficult 


rge initial transfer from the railroad retirement account to the old-age and 
rvivors insurance trust fund, and that further transfers in that direction would 
nerally occur each year in the future. In this event, it would appear to the 
informed observer that old-age and survivors insurance was actually profiting 
ym the financial arrangements and that railroad retirement funds were being 
sed to pay benefits to nonrailroad workers \ general misunderstanding of this 
rt would undoubtedly make it very difficult 
funds. Finally, if, as we believe, noncoverage of railroad workers results 


a “‘loss’’ to old-age and survivors insurance, ratl 
» the old-age and survivors insurance system wot 


to effect the necessary transfers 


er than a ‘‘saving,’’ transfers 
1, of course, be necessary but 

ould not be made immediately or for the next 5 vears, at least under the provisions 

f the bill. Yet in the meantime the old-age and survivors insurance program, 

inder the terms of the bill, would have | 

rvice. 


l 
1 
| 


een paving benefits based on railroad 
ADMINISTRATIVE ONSIDERATIONS 


It would appear that the coordination provisions of the bill would be cumber- 
some and expensive from an administrative standpoint as a result of the increases 
in record keeping, transfers of records, and inter-agency clearances which would 
be involved. To cite a few examples, old-age and survivors insurance would 
have to obtain a wage record from the railroad program for everyone retiring 
with less than 10 years of railroad service. In the over-10-year retirement cases, 
the railroad program would have to contact old-age and survivors insurance in 
every case involving credit for service prior to 1937 to determine whether the 
railroad benefit should be adjusted. For purposes of the railroad residual pay- 
ment, old-age and survivors insurance would have to keep records, in each case 
involving railroad service, of the aggregate benefits it paid based on such service. 
Considerable additional record keeping also would be necessary to arrive at 
reasonable estimates for cost-adjustment purposes. 


ANALYSIS OF SS. 135 


As indicated, S. 1353 simply increases the benefits payable under the railroad 
program. It retains the present coordination of the survivor benefits of the two 
programs, but does nothing to improve that coordination and does not provide 
for coordination of the retirement benefits of the two programs The Federal 
Security Agency believes that, as a minimum, steps should be taken to remedy 
the inequities which now exist in the survivorship coordination as a result of the 
1950 amendments to the Social Security Act. Specifically, the survivor benefits 
should be increased so that they are as large as those under old-age and survivors 
insurance in everv case Otherwise we have no comment to offer on 8S. 1353. 


RECOMMENDATIONS OF THE FEDERAL SECURITY AGENCY 


In view of the above considerations the Federal Security Ageney cannot reecom- 
mend the adoption of S. 1347 or S. 1353 \s indicated, though, we are convinced 
that a satisfactory method of coordination can be developed. 

This should not be excessively time-consuming. However, we recognize that 
there is a problem which must be solved immediately. This problem, of course, 
is that of the railroad workers who are already retired and about to retire, as 
well as the survivors of those workers who have died, or will die within the near 
future. These people are faced now with rising living costs and inadequate 
benefits. There is no need to postpone alleviating this problem until a coordina- 
tion plan has been developed. 

It would be possible, of course, simply to provide a flat increase or a percentage 
increase in the benefits payable to these beneficiaries. Alternatively, the com- 
mittee might wish to consider a solution to the problem similar to that which 
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was adopted for old-age and survivors insurance beneficiaries who were on 
rolls at the time of the 1950 amendments to the Social Security Act. 
Time has not permitted us to obtain advice from the Bureau of the Budget 
to the relationship of these bills to the programs of the President. 
Sincerely yours, 
Joun L. Tuurston, 
Acting Administrator 


RAILROAD RETIREMENT Boarpn, 
Washington 25, D. C., May 18, 1951 
Hon. Paut H. Dovatas, 
United States Senate, Washington 25, D. C. 

Dear SENATOR Dovuatas: In accordance with your instructions, I am attact 
the following material for insertion in the record of the hearings on propos 
Railroad Retirement Act amendments: 

K’stimate of taxable railroad payrolls. 

The magnitude of the social security cost differential under 8S. 1347. 

Reductions in cost due to the upward drift of average earnings. 

Savings in cost by integrating with social security. 

Very truly yours, 
WALTER MATSCHECK, 


Director of Researcl 


Discusston OF TAXABLE RAILROAD PAYROLLS 
INTRODUCTION 


The problem of estimating future taxable payrolls is exceedingly complex. Thi 
many points of view expressed in the hearings on the future course of railroad 
business, pay rates, and payrolls emphasize the diversity of opinion on this 
matter. 

Various factors have an effect in determiring the amount of railroad payrolls 
in any vear or over any period of time. In any one vear, of course, the major 
factor is the state of the economy generally. Over the course of time, business 
fluctuations, the effect of competition, changes in productivity, technological 
changes, the length of the workweek, and pay rates, influence the size of railroad 
payrolls. Because of the complexity of the problem and the many factors entering 
into the estimate, the Board has periodically made intensive studies of thes 
factors in connection with the triennial actuarial valuations. Based on thes« 
studies, estimates of the amount of future payrolls have been prepared. [1 
order to emphasize the ranye of figures possible, the Board has prepared estimates 


based upon so-called ‘‘reasonable low’”’ and “reasonable high” assumptions. | 
connection with the fourth valuation, the reasonable low equivalent level payroll 
was estimated at $4.2 billions and the reasonable high at $5.0 billions. Secause 


the financing provisions of the act make desirable the computation of a single tax 
rate, the single payroll estimate used in the computations was the average of the 
$4.2 and $5.0 billion estimates, that is $4.6 billions. 





METHOD OF ESTIMATING PAYROLLS 


\ detailed description of the way in which estimates of future payrolls for the 
fourth actuarial valuation was prepared has been entered in the record. For this 
reason, Only a brief outline of the method used is included here: 

1. From the relationship between industrial production and population, pro- 
jections of future population estimates yield estimates of future industrial pro- 
duction 

2. The relationship of railroad freight and passenger traffic to production gives 
estimates of future railroad traffic. 

3. The projection of the trend of productivity yields total man-hours of work 
required to support the estimated traffic level. 

1. The projection of total man-hours and assumed pay rates gives the total 
payrolls. 

5. An allowance for the part of payroll in excess of $300 per month per employee 
gives the taxable payroll. 

Underlying these steps were certain assumptions as to future economic condi- 
tions, principally that there would be periods of high and low business activity. 
This did not include any depression as serious as that of the 1930's. 
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The $4.6 billion equivalent level payroll used in the valuation computations 

is developed from the series of annual figures. The projection developed for 

- fourth valuation assumes that over the course of future years, railroad employ- 

ent will continue its historical decline. It is likelv that the rate of decline will 

less than shown by the experience of the past 30 vears because of the probability 

a reduction in the workweek. This probability has been taken into consid- 

ation in the estimate. 

Data on the trend of railroad employment, payrolls, and national income are 

resented in table 1. As may be seen from the table, railroad employment was 

its highest point in 1920 when an average of 2,326,000 employees were im the 
lustry. This figure includes an adjustment of class I railroad e»plovmnent 
figures (which are shown in the table) to take account of the other classes of 
employer which are included in the coverage of the Railroad Reti‘e ent 4 
However, 1920 was an abnormal year. ‘The figures for the remainder of the 
1920’s are more typical. Employment in that period ranged from 1.9 million to 
million. From these the number fell to 1,117,000 in 1933 During the 
recession 6f 1938, railroad employment of 1,090,000 was actually lower than the 
low point of the depression. The recovery from the low level of 1938 was sub- 
stantial; nevertheless, current figures are well below the period of the 1920's, 
The average of 1,395,000 emplovees in the vear 1949 was 31 percent below the 
iverage employment of the 1920’s. The average for the 1940's, a period during 
vhich the railroads had a far greater volume of business than ever before, was 25 
percent below the average of the 1920's. 
Changes in the railroad payroll exhibit much the same pattern as the trend of 
employment. The taxable payroll of $4,598 millions in 1949 was only 37 percent 

igher than the average of the decade of the 1920's. This change may be com- 
pared with the fact that average railroad hourly wage rates increased by 118 
percent in the 30-vear period 1919 to 1949. 

During the period when railroad employment has exhibited a long-term decline, 

and when the taxable payroll has increased in dollars only moderately, the na- 
ional income has greatly expanded. The national income in 1949— $217 billion 
was 3.4 times as high as in 1919 and 5.5 times as high as in the low point of the 
depression in 1933. 

The trend in railroad payrolls in comparison with the rest of the economy may 
be seen in the relationship of taxable payroll to the national! income over the last 
30 vears. In the vears 1919 to 1921 the taxable payroll constituted more than 
5 percent of the nationalinecome. With few exceptions, the proportion fell steadily 
over the next 30 vears. By 1934 the proportion had fallen below 3 percent. 
Iiven during the war years the downward trend of this relationship was inter- 
rupted to only a very small extent, and in the postwar 5 ears the downward trend 
continued. By 1949 the percentage that the taxable payroll bore to the national 
income fell to 2.12 percent. One may speculate on figures for future years, but 
there is little doubt that the ratio of the taxable payroll (on the $300 limit) to 
national income will continue to decline. 

The payroll estimates for the fourth valuation were prepared during the latter 
part of 1949 when many economists felt that the Nation was facing a possible 
depression or, at best a period of adjustment. Since then the situation has 
changed so substantially as to make this possibility, at least for the near future, 
seem unlikely. In considering the economic factors affecting an estimate at the 
present time as compared with the estimate for the fourth valuation, the outstand- 
ing difference is the effect on the economy of the national defense program. The 
existence of a defense program covering many years in the future makes the so- 
called ‘‘reasonable low’’ estimates of the fourth valuation appear unreasonably 
low. The pressure of the military program on the economy is such that national 
production and income may be expected to remain at high levels in the near 
future. The railroads and railroad employees may be expected to share in the 
increased production and income on competitively favorable terms with other 
transportation agencies. However, it would not be reasonable to assume that 
the present military and economic situations will persist indefinitely. 

The estimated taxable payroll in 1951 with the $300 per month compensation 
limit is $5.4 billion. In making this estimate, the 12% cents an hour increase 
for nonoperating employees was included for the first quarter and 18% cents for 
the remaining three-quarters of the calendar year 1951. Although no agreement 
has yet been reached between the operating employees and the carriers, it was 
thought reasonable to apply these same increases to this group. In any event, 
any discrepancy in the average for the operating employee is of smaller magnitude 
than that for the nonoperating employees, because of the smaller proportion of 
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the taxable payroll attributable to them, and will not appreciably affect 
estimate 

The estimate of $5,271 million taxable payroll for 1951 made by Mr. Leig! 
is somewhat below our estimate of $5,400 million. The difference comes ch 
from different assumptions on the level of employment in 1951 as compared 
the previous year We estimate that employment in 1951 will average 8 per 
higher than in 1950, while Mr. Leighty estimated 5 percent. On the basis of 
8-percent increase in employment, the resulting taxable payroll figure of $5,422 
millions would be in agreement with our estimate. 

If an intensive study of payrolls were to be made now, the results wo 
undoubtedly reflect the differences in the economic outlook at the present 1 
as compared with the situation prevailing in 1949. Other important fact 
would be the effect of the reduction in workweek for the nonoperating employ 
changes in productivity associated with the reduced workweek, the higher p 
rates in existence at the present time, and the resulting greater emphasis 
technological improvements to reduce manpower requirements. 

An intensive study of the type made for the fourth valuation requires ma 
weeks of preparation. In connection with the proposed legislation, it was 
possible to make such an analysis. Clearly the effect of the higher pay rat 
and the present economic outlook would operate in the direction of producing 
higher taxable payrolls. However, one very important point entering into tl! 
estimate of the taxable payroll under a $300 montbly limit and one which in fa 
sets a top limit on the amount of the taxable payroll is the fact that as pay rat 
increase the proportion of the payroll that is taxable diminishes. In a rec: 
study of the earnings of railroad employees, we found that under present pa 
rates, 53 percent of employees receive $300 or more a month. This figure is 
accord with the figure of 54 pereent developed by Mr. Monroe in a study of 
earnings on 10 railroads. Prior to the recent wage increases, only 38 percent 
the employees received $300 or more. An extremely significant point is tha 
only 55 percent of the increase in the total payroll was under the taxable limit 
For future pay increases, of course, the proportion taxable will decline progres 
sively. 

About 53 percent of all employees now receive at least $300 a month. A 
additional 23 percent receive from $250 to $299. A pay increase of $50 a mont! 
or 25 cents an hour for 200 hours, would bring this group into the $300 category, 
making the proportion with $300 or more 76 percent of the total. A further 
increase of $50 a month wolud bring 91 percent of all employees into the $300 
bracket. To put it another way, if pay rates increase 25 cents an hour above 
present levels, only 36 percent of the increase would be taxable. If they ros 
about 50 cents an hour over present levels, only 26 percent would be taxable 
Further rises in pay rates would contribute progressively declining amounts to 
taxable payrolls. Figures showing the percentage of the payroll which is taxable 
are shown in table 2 for the years 1937-51. 

The $5.4 billion estimate for 1951 is approximately at the level of the payrol 
projection under the reasonable high assumption for the 8-year period, 1950-57 
for which the equivalent level payroll would amount to $5.0 billion. Since th 
forces which operate to produce higher payrolls are such that there is an effectiv: 
limit on the amount of taxable payroll due to the operation of the $300 monthl) 
restriction, we feel that the $5.0 billion payroll may still represent an upper limit 
to the range within which we may expect future payrolls to fall. 

In any estimate of taxable compensation, one cannot avoid being influenced 
by the immediate circumstances existing at the time the estimate is made. The 
economic climate is now such as to be favorable toward optimistic estimates of 
payrolls. But in any estimate, we must be aware of the fact that present condi- 
tions will not necessarily continue and that allowance must be made for the effect 
of unfavorable circumstances. Statistics on railroad traffic and employment 
amply demonstrate that the trend of employment, at least in terms of hours of 
work, is downward in relation to the rest of the economy. The declining trend of 
railroad employment reflects the steady increase in productivity that has oceurred 
over the past 35 vears (table 3). 

Productivity doubled in the 25-year period 1916 to 1941. Very little of this 
increase was due to the effect of a higher traffic level. The number of traffie units 
in the latter year was only 17 percent higher than in the former. The effect of 
the war on traffic raised the production per man-hour substantially. In 1943 
traffic units per man-hour were three times as high as in 1916. The subsequent 
decline in traffic from the peak levels of the war is reflected in a drop until 1949 in 
the number of traffic units per man-hour. In 1950, however, productivity again 
increased. The increase in 1950 flowed not only from the higher traffic level but 
from the effect of the 40-hour week for nonoperating employees. It should be 
realized that increases in rates of pay which tend to generate higher payrolls tend 
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e time to result in higher productivity and eonsequently to diminish the 
ber of man-hours of work. 

another study of pavrolls were to be made now, it is likely that the estimate 
juivalent-level payroll would be raised. However, prudence requires that in 
ing an estimate of this kind, we do not depart too far from the findings of the 









austive study of 2 vears ago. In weighing the various factors that enter into 
letermination of pavrolls, we feel.that the equivalent-level pavroll might be 
igh as $4.9 billion. In making this estimate we have allowed for the change 






conomie conditions since 1949, when the $4.6 estimate was made, and for all 
reases in wage rates including an inerease for operating emplovees equal to the 
cents an hour for nonoperating employees. 
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1,913 2, 200 5. 05 
2 2, 023 2. 326 5. 66 
2 1, 660 , 909 5. 31 
122 1, 627 871 1. 96 
123 1, 858 2, 137 4.78 
24 1, 755 2,018 4.47 
2 1, 746 2, 008 76. ( 4.29 
426 1, 782 2, 049 81.6 4.12 
27 1, 737 , 998 80. 1 4.14 
28 1. 656 904 81.7 3. 93 
29 1, 662 1,911 87.4 3. 78 
430) 1, 488 1,711 75.0 3. 88 
431 1, 259 1, 448 4. 05 
132 1, 032 , 187 4.14 
423 971 117 4.04 
134 1. 009 1, 160 3. 56 
135 494 , 143 3. 30 
1936 1, 066 1, 226 3. 26 
137 1,115 , 276 ) 3. O7 
138 940 090 67.4 > OF 
139 YRS , 148 72. § 2. 95 
40) 1, 027 1, 192 2, 24 81.3 2. 76 
41 l, 1,318 2, 651 103.8 2. 55 
442 l, 1, 466 3, 206 137.1 2. 40 
943 1, 356 1, 587 ,, USSR 169.7 2.32 
44 1,414 , 667 4, 295 183 2. 34 
M45 1, 420 1, 677 4,335 182. 7 2. 37 
1946 1, 359 1, 618 4,632 180.3 2. 57 
947 1, 352 595 4,744 198. 7 2.39 
1048 1, 327 4, 943 22 2. 21 

1, 191 4 2 














Source: Column 1 from Interstate Commerce Commission Statement M-300. Column 2 estimate 
1.15 times column 1 for years 1919-36; figures for 1937-49 based on reports to the Railroad Retirement Board 
Column 3 for years 1919-36 estimated at 1.14 t total compensation of class I railroad employees; figures 
for 1937-49 based on reports to the Railroad Retirement Board. Column 4 for years 1919-28 from 58, Kuznets, 


National Income and Its Composition; figures for 1929-49 from U. 8. Department of Commerce. 



















TaBLE 2.—Percent of railroad payroll not in excess of $300 a month. 1937-51 
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1937 9S. 4 1945 95.8 
1938 97.6 1946 94.3 
1939 97.8 1947 93.1 
1940 98. 6 19048 90.1 
1941 98.5 1949 89.9 
1942 : 97.3 1950 RR. 4 
1943 96. 2 1951 (estimate 84.0 
1944 95.1 
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TABLE 3.—Freight and passenger traffic on class I railroads, 1916-50 


Tor : Traffic mn | . 7 
Pos l'on- Passen- | Traffic saps owe Ton- Passen- | Traffic 
Year miles | ger-miles| units! oe Year miles | ger-miles| units! bone 
Pillions | Millions | Pillions Billions | Millions | Billions 
1916 362 34, 586 526 | 100 1934 269 18, 033 354 
1917 394 39, 477 581 (2 1935 282 18, 476 370 
1918 405 42.677 607 Q 1936 339 22, 421 | 445 
1919 364 46, 358 584 (2) 1937 361 24, 660 478 
1920) 410 16, 849 632 115 1938 290 21, 500 392 
1921 307 37, 313 4s4 116 1939 333 22, 657 440) 
1922 339 35, 470 507 117 1940 373 23, 770 485.3 
1923 413 37, 957 593 119 1941 475 29, 360 614.4 
1924 388 36, 091 559 123 1942 638 53, 680 892. 5 
1925 414 35, 950 584 128 1943 727 87, 843 1, 143, 2 
1926 444 35, 478 612 131 1944 737 95, 575 1,190.1 
1927 429 33, 650 589 130 1945 680 91, 745 1,114.7 
1928 433 31, 601 583 135 1946 592 64, 608 898. 7 
1929. | 447 31, 074 594 137 1947 654 45, 929 871.6 
1930 | 383 26, 815 510 136 || 1948 638 41, 185 833.3 
1931...._] 309 21, 804 413 136 1949 526 35, 100 692. 4 
1932. 234 16, 971 314 132 1950 589 31, 771 739. 1 
1933 249 16, 341 326 146 


1 Traffic units equal ton-miles plus 4.74 times passenger miles. 
2 Not available 


THe MAGNITUDE OF THE SocraL Security Cost DirrFERENTIAL UNpmrR 8. 1347 


Reference is made to the comparative cost calculations for the social securit 
reimbursement feature which Mr. Myers introduced into the record. If, over 
the long range, experience reflects the Railroad Retirement Board’s assumptio 
then the transactions between the railroad retirement account and the OAS! 
trust fund will be equivalent to an annual transfer to the railroad retirement 
account of 0.25 percent on creditable annual railroad payrolls. Under this 
arrangement, item D, representing the excess of social-security taxes on railroad 
payrolls during 1937 to 1950, over additional social-security benefits which would 
have been payable if railroad earnings were credited, would be offset in process 
As Mr. Myers indicated, such procedure would have the same financial equivalen: 
as an immediate transfer of the accumulated sum involved (in the neighborhoo 
of $700 million) to the OAST trust fund, but with a rise in the reverse flow ther 
after of something in the neighborhood of 0.65 percent of railroad payrolls. 

It is Mr. Myers’ position that the indicated surplus of 0.25 percent on an annua 
basis to the railroad retirement account would not actually come into being 
He foresees instead that the flow of funds will be in a steady stream in the other 
direction. He believes that if taxes are earmarked to the old-age and survivors’ 
insurance trust fund on account of all railroad service, at the social-securit 
level, the reimbursements flowing through the railroad retirement account 
additional social-security benefits which would be otherwise payable to the 
railroad employees with at least 10 years of service—would be far less than a com- 
plete offset. In fact, he would quote a deficit as a result of such transaction equiv- 
alent on an annual basis to 0.69 percent of future railroad payrolls related to an 
annual base of $5.2 billion. 

On balance there are two main cost considerations which introduce what 
amounts to a spread of close to 1 percent in the cost estimates prepared by the 
Railroad Retirement Board actuaries and the modification introduced by Mr 
Myers. First, a more substantial reduction is taken by Mr. Myers to take into 
account the possible benefits in their own rights of the wives or widows of railroad 
annuitants. Second, a basic disagreement exists as to the extent of the dual 
benefit area which may be expected in the future. 

As Mr. Myers points out, the reduction factors taken by the Railroad Retire- 
ment Board to allow for benefits of wives and widows in their own right are more 
than adequate as of the present time. The only question that is pertinent, 
therefore, is with respect to the possibilities in the future. While it is granted 
that for current awards and those of the near future only an incomplete story 
exists relative to the previous working lifetime of the widow or wife beneficiary, 
yet by the same token far fewer social-security quarters of coverage are necessary 
at present for benefits to which these individuals can be entitled concurrently in 
their own right. The further fact should not be overlooked that the past decade 
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has been one which was characterized by an extremely tight labor market. Very 
few restrictions related either to age or sex could possibly be practiced by employers 
during this period in view of their pressing hiring needs. We are not ready to 
believe that the rising tide of female workers into the labor force during the past 
few years will not recede under more normal conditions. It should not be over- 
looked further that as the social security and railroad retirement systems grow 
older it will be necessary to have 40 quarters of social-security coverage as a 
minimum for obtaining a primary insurance benefit. 

The more important point of disagreement between estimates prepared by the 
Railroad Retirement Board and Mr. Myers relates to the extent to which railroad 
employees with 10 or more years of railroad service will work in social-security 
employment before entering, after exit, and during the course of their period of 
railroad employment. Mr. Myers expresses the opinion that to all intents and 
purposes it will be the rare individual indeed in the future who will not have enough 
social-security employment to permit eligibility to a social-security primary 
insurance benefit, but he argues from analogy with the general situation which 
arises when a certain excluded area is later brought within = coverage provisions 
of the social-security system. The argument is advanced that from the point of 
view of the general employment pattern of an individual what happens is that the 
earnings in employment previously excluded now become taxable, while at the 

same time the additional benefit which is bought under social security is obtained 
by the employee at far less favorable financial terms. 

We do not believe that the above reasoning by analogy is proper in connection 
with the employment story of the individual who spends his career in the railroad 
industry. Note in this connection that we are referring to men with at least 10 
years of railroad service. The withdrawal rates for such men are extremely light 
insofar as the seniority practices result in an increasing continuity of employment 
and a steady rise in the grade level of employment wnsen keeps the railroad man 
more and more firmly attached to the industry as he grows older. 

The force of the foregoing remarks is that for the ib-yeer men it would be the 
unusual case which shows any substantial concurrent or alternating pattern of 
employment between social security and railroad coverage during the period of a 
railroad employee’s lifetime. There still remains the question of the extent of the 
prior social security working lifetime of men who first enter the railroad industry 
at an age such that a sufficient period of time would have been available to obtain 
a heavy block of social-security coverage; 40 quarters worth or sufficiently close, 
such that in the future the remainder can be picked up before ihe employee 
retires. We do not feel that the incentive of a relatively small social-security 
benefit would be sufficiently strong for the typical individual who makes rail- 
roading his lifetime occupation to seek ways and means of filling out his quarters 
of coverage for eligibility to a primary insurance benefit. 

While it is realized that the period with respect to which the following statistics 
have been gathered is not typical of the dual-coverage picture as it will look in the 
long run, nevertheless, they cast some light on the problems under discussion. 
Recently, the Social Security A dulgiatvation asked the Board to join in a study of 
dual earnings for the year 1948. A 1-percent sample representing individuals who 
worked in the railroad industry in that year was submitted by the Railroad 
Retirement Board to the Social Security Administration. This sample was 
collated with social-security information, which included among other things the 
year of birth, cumulative social-security earnings through 1948, cumulative 
quarters of coverage, etc. 

Two items of information are called to the attention of the committee. First, 
of new entrants into the railroad industry in 1948 in the age group 28 to 37, less 
than half had as many as 20 quarters of social-security coverage. It should be 
pointed out in this connection that this age group, years of birth, 1910 to 1919, 
inclusive, represents individuals who on balance were exposed to possible social- 
security employment for a period of 46 quarters on the average (January 1, 1937, to 
July 1, 1948). Second, it was also possible to examine the extent of concurrent 
employment for the hard core of railroad employees. The study indicated that 
for the individuals with 12 months of employment in 1948, there was only negligible 
social-security employment, limited to a small subgroup, during the period of what 
may be considered the employees’ railroad lifetime. 

To sum up, we feel that Mr. Myers’ assumptions as to the possible dual-benefit 
area encompassing railroad employees with at least 10 years of service will be 
nowhere nearly as large as his opinion would lead one to believe. Further, there 
is little evidence as yet that there exists anything but minor areas in which a 
typical railroad man splits his earnings in a particular year between railroad paler 


























620 RAILROAD RETIREMENT LEGISLATION 





social-security coverage. Third, we are not convinced that there will be anywher 
near ihe indicated proporiions of widows and wives who will have benefits in thi 
own right offseiting the corresponding social-security dependents’ benefits. Fu 
ther, even if there is a much larger dual-benefit area ultimately, it might well } 
pointed out that the effect on costs becomes progressive lv smaller as the incide: 

of the dual-benefit situation becomes postponed toward later years. It remai 

for the future to prove or disprove the respective positions taken by Mr. Myer 
and the Board’s actuaries 


{EDUCTIONS IN Cost Dus To THE Upwarp Drirt oF AVERAGE EARNINGS 


During the course of his testimony on 8. 1353, Dorrance C. Bronson present 
four tables for the record. Tables I and II indicate the nature of the upward 
drift of earnings for 1944-49. Table III develops a rationale for Mr. Bronson 
suggestion that the cost estimate for the provisions of the present act should be 
revised downward. The final table adds to the 0.46 percent that Mr. Bronso 
develops as an adjustment for the upward earnings drift an additional 1 perce: 
for the tolerance differential. Then, with an arbitrary we 2 billion payroll assump 
tion (subject to a $300 creditable ceiling on monthly earnings) he proceeds 1 
indicate the extent of the benefit increases which can i provided. The mai 
purpose of this discussion will be an examination of the rationale for the 0.46 per 
cent modification which Mr. Bronson feels that the fourth valuation should hav: 
taken into account in the calculation of the required rate for financing the benefit 
now provided. 

Attention is directed to the first of Mr. Bronson’s tables. He shows therein a 
percentage distribution of employment in selected calendar years from 1944 to 
1949 by calendar months worked in the respective years. This table purports 
to show the increasingly heavy tendency toward working a greater number of 
months in the year. Thus, for example, while in 1944, 45.1 percent of all the 
employees worked in all 12 calendar months, by 1949 the percentage had increased 
to 57.6 percent. Similarly, 2.7 percent of all the employees in 1944 worked 11 
months, while the figure had increased to 4.9 percent in 1949. On the other hand, 
with respect to individuals falling in the 5-7 month category, the percentage 
dropped from 9.5 percent in 1944 to 7.3 percent in 1949; an even sharper drop 
was in evidence for people who had 1 month of creditable employment, from 16.2 
percent of the total employment in 1944 to 9.4 percent in 1949. 

The second portion of table I shows a rise in the average taxable compensaiion 
for each category of months of service during the years for selected years 1944, 
1947, and 1949. 

Taken by ivself, the first portion of the table tends to be misleading. Reference 
to the table will show that the increasing proportion of individuals in the 12-month 
group, for example, is not a particularly favorable factor. While these percent- 
ages have been going up, the number of employees have been going down. And, 
as may well be appreciated, the drop in the percentage of employment for indi- 
viduals with one creditable month of service together with the numerical decrease 
from 1944 to 1949 in total employment only reflects the sharp drop in the number 
of new entrants. This end of the range represents the new blood being poured 
into the railroad stream. Everything else being equal, it is with respect to the 
newcomers that we can look for net gains from taxes relative to corresponding 
liabilities incurred. On the other hand, the people in the 12-month category 
represent the older employees in large measure whose concentration of employ- 
ment stems from their previous lifetime of railroad employment and the important 
seniority rights which they possess. 

The factor which operates in reverse, of course, relates to the steady rise of the 
average monthly taxable compensation in each of the respective service-month 
eategories (12, 11, 8S-10—1 

Table II continues the presentation of the increasing concentration toward the 
higher annual pay brackets over the years. The emphasis here is placed on the 
12-month service emplovees. 

It is from table III that Mr Bronson develops the thesis that the railroad- 
retirement valuations have not taken into account the switeh from the lower 
annual brackets of compensation to the higher ones. It should first be observed 
that a critical analysis of the presentation discloses that the emphasis here is on 
the changes in earnings by calendar year; or to put it another way, the year 
becomes the yardstick of measurement rather than the usual monthly unit for the 
railroad-retirement benefits. The analysis here is rather faulty insofar as it is 
more adaptable to the social-security average monthly wage based on an elapsed 
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riod of time rather than to the monthly-compensation average for the railroad- 
rement system, where the average is based on calendar months worked. To 
differently, if the trend toward higher earnings in a vear from 1944 to 1949 

is effected primarily as a result of more months of service performed on the 
average rather than on the basis of the actual sharp increases in earnings per 
service month, Mr. Bronson’s argument would lose much of its foree. The 
rogressive increase in monthly-compensation rates with the consequent flattening 
of the respective future-salary scales used in the Board’s valuations have had 

eir related effect on the normal costs of the system. \ fairly good basis of 

benefits 


comparison is available with respect to the normal cost for nondisability 
according to the second, third, and fourth valuations. It should be notéd that the 
benefit formulas in each instance for the nondisability retirements have remained 
essentially unchanged (except for the 20-percent increase of the 1948 amendments 
hich effect the normal costs of the fourth valuation correspondingly); that the 
ndisability retirement rates are not very much different either. Thus, when 

e normal costs for nondisability retirement are modified to eliminate from con- 
ideration the 20-percent increase of the 1948 amendments, the respective normal 
costs in this category were 4.44 percent for the second valuation, 3.71 percent in 

e third, and 3.49 percent in the fourth. As expected, everything else being 
equal, because of the bent nature of the annuity formula the normal costs have 
gone down decidedly as the compensation per service month has gone up. It 
should be noted, in addition, that such reduction proceeds at a steadily slower pace 
as the initial earnings are raised and the ceiling of $300 a month is approached 

The discussion above is particularly pertinent insofar as part of Mr. Bronson’s 
arguments for a downward adjustment in costs seem to stem from an impression 
that the Board’s estimates are far behind earnings patterns and pay levels. If 
such be Mr. Bronson’s impression, it is not very much in accordance with the facts. 

The fourth valuation will be taken as a case in point. First, after examining 
the serviee month patterns experience in the years 1944-46, that report reached 
the conclusion that the experience for those years was too much influenced by the 
employment dislocations of the wartime economy; that the average service shown 
by duration since entry was considerably lower than would ordinarily be expected 
in normal times. The decision to use the pattern of employment existing prior to 
1944 anticipated the heavier concentration of employment of the years after 1947. 
It should be pointed out further, that the cost calculations for the Board’s valua- 
tions are split according to central ages and calendar-year duration groups since 
entry. Thus, in deriving our present costs, we worked with more or less homo- 
geneous groups whose future patterns of employment take into consideration the 
duration of their employment since original entry. Thus, for example, any of the 
employees prior to December 31, 1947, who had entered service in 1936 and prior 
would Sootcosasioaliy be credited in our calculations with 11'¢ months for each 
future calendar year of service. 

To put the matter in another way, the valuations could not fail to anticipate 
the heavier concentration of employment toward individuals with 12 months of 
service insofar as by their very nature the 12-month service group would come 
from employees in the older-age groups and the earlier years of entry. 

I should also be pointed out that the future salary seales used for the fourth 
valuation (and incidentally for the current estimates) actually take into account 
the various wage adjustments with effective dates as late as September 1, 1949. 
Attention is called to table A-27 of the 1949 valuation report which indicates 
that this has been done for purposes of calculating liabilities for future earnings 
after 1948. The only changes are those which might have affected a downward 
adjustment in costs. These changes relate to the wage-rate increases that have 
become effective and will become so retroactively since September 1949. It 
should be recognized, however, that whatever new modifications will result in 
cost must be of a minor nature in view of the barrier of the $300 limit on creditable 
earnings in a particular year. 

In preparing our most recent costs related to a $4.9 billion payroll, the above 
considerations have not been disregarded. Everything else being equal,since 
somewhat less than the required tax rate of the fourth valuation (12.72 percent 
was actually forthcoming from railroad payrolls since 1947 (11! pereent in 1948, 
12 percent in 1949-51), the required rate necessary as of present date to support 
the benefit structure of the existing act would be somewhat more than 12.8 per- 
cent. We have however, taken into consideration indirectly the latest set of 
increases by introducing an equivalent level payroll for a $300 a month ereditable 
ceiling of $4.9 billion. Thus, as of present time, we are now quoting the net cost 
of the existing provisions of the act as 12.60 percent of payroll. 
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In summary, the indicated decrease in costs which was required to be ma 
earnings drifted upward was actually effected in the various valuations. Se: 
the concentration in the employment patterns of employees in the past few years 
has not been disregarded by the very nature of the cost calculations going i: 
valuation proper. Third, the wage data used for the present estimates are 1 
dated as Mr. Bronson would appear to believe; they take into account wage-rat, 
increases effective as late as September 1, 1949. Finally, in view of the al 
it is clear that the 0.46 percent modification which Mr. Bronson would intro 
is not proper; and, further, any reduction because of the higher wage drift 
1939 would have to be from the fourth valuation level as modified to 12.8 per 
because of the continued use of the tax schedule introduced in 1947. The red 
tion so indicated in our present cost for the upward drift in wages since 1949 
taken as 0.20 percent. So we have quoted present costs as 12.60 percent. 


SavinGcs IN Cost By INTEGRATING WiTH SoctaL SECURITY 


In answer to Mr. Fort’s communication of April 30, 1951, we pointed ou 
our reply letter addressed to you that the savings which could be effected u 
the benefit provisions of 8. 1347 by integrating with social security could be ta 
as 2.96 percent. We had occasion to point out further that, if the benefit pro 
sions of 8. 1347 were related to a $300 limit on creditable earnings, the compara! 
savings via social-security integration would come to 3.09 percent. 

Strictly speaking, there would not have to be a direct orientation with 
social-security system in order to introduce a similar postretirement work-cla 
restriction. Let us therefore suppose, for convenience, that the benefit provisi 
of the present act were raised to the level of S. 1347. Then the introductior 
the social-security postretirement work clause, keeping all other financing cond 
tions the same (ineluding a provision for these increased benefits to all railroad 
employees regardless of service) would effect a savings in the cost of this new ley 
of benefits of 0.94 percent on a basis of a $5.2 billion payroll, and 0.95 pere« 
according to the alternate $4.9 billion payroll (this latter figure subject to a $300 
eeiling on monthly credits). 

Thus, after the reductions for the social security type of work clause, it can | 
seen that the savings under 8, 1347 by integration with social security (includi: 
the transfer of individuals of less than 10 years of service) would be 2.02 percent 
(2.96 minus 0.94) based on a $5.2 billion annual payroll, and 2.14 percent (3.09 
minus 0.95) if related to the alternate lower $4.9 billion payroll. 

The attached table indicates how these direct savings from social-securit 
integration are broken down. The division, it will be noted, is for employe: 
with less than 10 vears and those with 10 or more. And, for convenience a 
comparability, this table shows the respective figures on the $5.2 and $4.9 billio 
annual payrolls. 

One final thought may well be in order. <A related question has reference t: 
the change in net cost of 8S. 1347, taking into account social-security integratior 
if the service requirement of 8. 1347 were eliminated. As indicated on th 
basis of table 3 inserted into the record of May 1, the Board’s estimate according 
to the actual provisions of 8. 1347 is 14.12 percent of payroll. The corresponding 
figure, if no service requirement were involved, would be about 1.25 percent higher 
The same type of upward adjustment would be involved for the net cost of 
14.30 percent shown in table 3 of the statement prepared by Mr. J. Elmer Monroe. 
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igs in the cost of the benefits of S. 1347 resulting from social-security integration 


( 


$5.2 billion payroll ' | $ illion payroll? 


Item 
Employ-| Employ- Employ- | Employ 
ees with | ees with | ees wit! ees with 
than | 10 I } han | 10 years 
rs | or more 


Benefits eliminated 

ocial-security benefits based on combined « ng 
ocial-security benefits based on wages only 

Excess of social-security taxes on railroad payrolls over 
ditional social-security benefits, 1937-5 

Social-security taxes on railroad payrolls after 1950 

Savings |(A+B C+D+E)) 


Based on earnings limit of $400 per mont 
d on earnings limit of $300 per month 
f service restriction were removed, this saving would disappe 
er (B minus C) of about 0.52 percent 
‘if service restriction were removed, this saving would disappear 
ier (B minus C) of about 0.57 percent 


Estimates of unfunded liability and total past service liability 
selected calendar years 


Millions of dollar 


EXPLANATORY NOTES 


1. Unfunded liability is defines the future benefit liabilities w 
ployees, less the reserve, less the value of future present employee taxes at the norn 
his figure assures a continuation of present tax schedule until reserve balances a 
, pay-as-you-go tax rate is hypothesized 
2. Total past service liability is defined as t value of 
date as of which the calculation is made 

3. Where adjustments with OASI are considered, the future benefit liabilities relate to present v 
of future RRB benefits and OASI taxes plus net outstanding credit to OASI (on the basis of initially eas 
marked funds with respect to 1937-50 period) minus present worth of futu cial-securit y 

4. The figures in this table were calculated on the basis of the project ind therefore may be somewhat 


different from corresponding figures derived on the basis of kt 


ill future benefit 


reimbursement 


vel-cost calculations 


(Thereupon at 5:50 p. m., the hearing was adjourned.) 
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